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Introduction 

The global market has become broadened and diversified at great pace, leading to the 
increasing demand for hospitality business and in particular for hotel industry 
(Rutherford & O'Fallon, 2007, p.14). However, globalization not only creates opportunities 
for hotel firms but also changes their business environment into fierce battlefield. In 
order to be competitive in conditions of fierce international competition, hotel firms need 
to acquire international presence and recognition. Thus, hotel firms must apply wise 
strategies regarding its international expansion, which invigorates them to search for new 
locations in an effort to diversify service and increase their flexibility to guarantee their 
survival and sustain their development (Rodriguez, 2002). 

Purpose 

The purpose of this thesis is to illustrate and give explanation of how hotel firms enter 
foreign markets regarding to the choice of market and the entry mode. In order to fulfill 
the purpose of this thesis, following research question is answered: 

How is Rezidor Hotel Group reasoning their expansion strategy regarding foreign market 
and entry mode choice to sustain their growth? 

Method 

A single case study is used as design of this thesis, in which Rezidor Hotel Group is 
chosen as the case firm. This thesis is conducted by deductive approach where secondary 
as well as primary data are collected and analyzed by qualitative method. Primary data 
are collected though semi-structured interviews from representative of headquarter as 
well as subsidiaries.  
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Conclusion 

Rezidor Hotel Group has acquired rapid expansion and international recognition for their 
brands during a relatively short time. Their strategy is based on comprehensive 
evaluation of factors both from internal environment and external environment. While 
expanding internationally, Rezidor considers vision and brand is the most important 
internal factors that can influence their expansion process. On the basis of far-sighted 
vision and a great portfolio of brands, Rezidor deploys flexible approach to fit with the 
opportunities as well as challenges in the external environment. Rezidor expands in every 
region, enjoys distinct opportunities in each region and responses with challenges in 
these regions by using mixed business model- a flexible usage of three entry modes 
including franchising, leasing and management contract. Thus, Rezidor’s flexible 
expansion approach to response correspondently with internal and external environment 
can be considered as the main reason that enables their rapid and safe international 
expansion.  
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CHAPTER 1: INTRODUCTION 
 

1.1. BACKGROUND 
 
Over the past 30 years, hotel industry, one of the most developed industries in service 
sector, has experienced dramatic and continuous changes in many aspects. The global 
market has become broadened and diversified at great pace, leading to the increasing 
demand for hospitality business and in particular for hotel industry (Rutherford & 
O'Fallon, 2007, p.14). Besides, brand has been recognized as considerably important asset 
in hotel firms, hotel firms have started integrating the goal to acquire brand recognition 
in their international expansion strategy (Olsen et al., 2008, p.203). As the result, hotel 
industry itself has also changed in order to catch up with the dramatic changes in its 
environment. It has gradually become less capital intensive when hotel firms started 
seeking for solution to decrease its investment in real estate by widespread using contract 
agreements which mainly use and manage intangible assets like brands and services 
without owning any properties to operate in foreign markets. Consequently, many hotel 
firms has started to divest their properties transforming into hotel managing business, 
focused on managing intangible assets like brands, services and people.  

However, demand for hotel industry is really sensitive with the economic changes. In fact, 
the global recession started from 2008 has had great impact on hotel industry, hotel 
operating income has dropped 34.9 percent in 2009 compared to 2008 (Valley, 2010). 
Hotel firms are facing a lot of considerable challenges. In one hand, it requires hotel firms 
to internationalize to maintain and improve their competitive advantages in tourism 
industry to survive and prosper in fierce competition in hospitality business (Quer et. al, 
2007). On the other hand, hotel firms need to cut costs, enhance revenue while leveraging 
risks both in financial and operational term. Thus, hotel firms must apply wise strategies 
regarding its international expansion, which invigorates them to search for new locations 
in an effort to diversify service and increase their flexibility to guarantee their survival and 
sustain their development (Rodriguez, 2002).  

Specific academic studies devoted to the expansion of hotel firms are often focus only on 
either factors leading to the market and entry mode selection, or specific entry mode i.e. 
hotel franchising, hotel management contract or factors influence entry mode choice 
(Chen & Dimou, 2004). It would be of interest to deeply study the internationalization of 
hotel firms regarding the strategic choice of markets and operation modes in those 
markets and their interrelation in hotel expansion strategy.     

1.2. PROBLEM DISCUSSION 
 

The internationalization process has long captured the interest of many scholars in 
international business field. As Johansson and Vahlne (1990) defined, internationalization 
is considered as a process where firms increase their international involvement in their 
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business. However, most of their works has been done for manufacturing firms (Elekedo, 
1998) that obviously cannot fully give a concrete knowledge toward the 
internationalization of service firm as Grönroos (1999, p.291) claimed “For international 
services, theory lags practice by a considerable degree”.  

Hotel firms can acquire great competitive advantages of achieving international presence 
and rapid brand awareness from international expansion. According to Hill (2007), the 
most important decisions regarding to international expansion are the choice of market 
and entry mode in the market. Choosing the right market is one important strategic 
decision to get benefit from the location advantage of the market such as firms can 
improve their international presence, enhance rapid expansion or be able to acquire first 
mover advantage. In addition to market selection, entry mode decision, which concerns 
how firms enter foreign market, is also one of the important decisions determining the 
potential development of hotels in the foreign market. In addition, entry mode can be 
used to explain hotel firm’s attitude toward risks and potentials in the market. Within 
several recent decades, hotel firms has seen the remarkable shift in entry mode selection,  
employing less capital intensive entry modes to acquire more aggressive expansion in 
foreign markets; however, they are limited in the choice of entry mode Erramilli (1990) 
since exporting and licensing cannot be used in hospitality industry. Despite of various 
researchers studied about hotel expansion, none of them paid attention to reasoning why 
and how hotel firms integrate different entry modes together; neither of them has studied 
for the interrelation between the choices of market selection and entry mode and how 
they influence the performance of hotel firms.   

In fact, we believe that two strategic decisions regarding the choices of market and entry 
mode in hotel strategy cannot be separated and they can be used as great tools for hotel 
firms to grow fast and safe in foreign markets. As can be clearly seen, hotel firms suffer 
severely from economic recession started in 2008; however, The Rezidor Hotel Group, 
one of the fastest growing hotel firms in Europe, still maintains their rapid expansion 
strategy. We therefore, feel interested in finding how hotel firms in particular Rezidor 
reasoning their expansion strategy regarding the market selections and entry mode 
combination to sustain their growth.  

1.3. REASEARCH PURPOSE 
 

The purpose of this thesis is to illustrate and give explanation of how hotel firms enter 
foreign markets regarding to the choice of market and the entry mode. In order to fulfill 
the purpose of this thesis, following research question will be answered: 

How is Rezidor Hotel Group reasoning their expansion strategy regarding foreign market 
and entry mode choice to sustain their growth? 

1.4. PRACTICAL IMPLICATION 
 

The internationalization process of a hotel firm provides many aspects regarding to 
international expansion decisions on market and entry mode as well as the 
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implementation issues regarding to operational control of subsidiaries. Both decisions are 
very important as they are the foundation for the future operation of the firm in foreign 
market. Since most of the studies in internationalization process are conducted on 
manufacturing firm, while service sectors, especially hotel industry are developing with 
the increasing face, this paper will be interesting for the new hotel companies that are 
mature in home market and intend to expand abroad. Besides, this thesis can be 
interesting for academic reasons to give deep insight how internationalization process is 
carried out in hospitality industry. Moreover, we believe that the result of our thesis can 
be used as the building block for further researches. 

1.5. DELIMITATION 
 

Due to the time limitations, we delimit our thesis just to one part of internationalization 
process foreign market selection and entry modes. Moreover this topic is covered just on 
one firm from hospitality industry and might not be generalized on other companies as 
well as other industries. 
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CHAPTER 2: METHODOLOGY 
 

This chapter describes the research method which we have used to conduct this research. 
Based on our existing knowledge gained from past courses and from research guide 
books, we have developed the model which clearly shows how we have approached to the 
answers of research question. 

 

Figure 1: Process of conducting research 
 

Each part of the model that we have developed will be explained in further section, in 
order to give an overview of research method and design that we have chosen for this 
thesis. 

2.1. CHOICE OF TOPIC  
 

Choosing a topic is one of the most critical stages in master thesis, it should keep the 
balance between different factors. Fisher (2004) defines number of factors when choosing 
an appropriate topic for master dissertation. Those factors are: interest and relevance of 
the topic, the breadth of research question, topic adequacy, durability, access, risks, and 
at last but not least resources available to conduct the research. All these factors carry 
significant value and contribute to choice of good topic to research. 

Our interests in internationalization process of multinational companies give good 
rationale to our decision about chosen topic. We took some international business 
courses in the past, which gave us appropriate objective knowledge and interests in this 
field. After brainstorming we have selected the service business as an industry to be 
researched, which makes this topic more interesting for us and for academic readers as 
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well, since internationalization process has been limitedly researched in service industry 
in comparison to manufacturing industry. We considered the limited time given for 
research, and in order to be able to finish the research on given schedule we narrowed 
down our research area to one of the most significant parts of internationalization 
process: foreign market selection and entry modes. In the process of choosing a topic, the 
availability of existing researches on the topic for literature review and access to the data 
about the case firm were considered as well. While choosing a topic we made a small 
research in university databases regarding the existing theories, we also tried to contact 
some companies in order to be sure of getting the access to primary data. We strongly 
believe that all these processes lead us to make a good and relevant choice of topic: 
international expansion of hotel firm. 

2.2. REASEACH APPROACH 
 

2.2.1. Deductive approach 
 

Academic research can be conducted in inductive or deductive approach. Deduction is 
the process inferring detailed particularities from general statement, where in contrast to 
deduction induction involves the process of drawing general statement from specific and 
detailed findings (Fisher, 2004).  We have used deductive approach for this thesis, as we 
think that it perfectly fits in our research design. We have developed the conceptual 
framework from existing general theories, and further have gone to the particularities of 
Rezidor, in order to deduct from general idea and check how theories fit the reality in 
particular situation. 

2.2.2. Case study 
 

Yin (2003, p.13) defined case study as: “an empirical inquiry that investigates a 
contemporary phenomenon within its real-life context, especially when the boundaries 
between phenomenon and context are not clearly evident.” Thus, according to this 
definition, a case study is used to provide an in-depth understanding of particular 
situations (Fisher, 2007, p.59). Schramm (1971) also argued that a case study tries “to 
illuminate a decision or set of decision: why they were taken, how they were implemented, 
and with what result” (cited in Yin, 2003, p.12). These purposes of case study are relevant 
to our research design, which is carried out in three parts: the factors influencing the 
foreign market entry decision, the foreign market entry and the implementation 
problems. Besides, we have also considered the possibility of using survey, one of the 
most popular research strategies, for our thesis; however, a survey is more appropriate 
when the research purpose is to provide a broad and representative overview of a 
situation, which does not fit with our case. Considering the compatibility of the purpose 
as well as the design of our research with case study and survey approach, we believe that 
case study is the most appropriate strategy for our research.   
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2.3. LITERATURE RESEARCH 
 

2.3.1. Searching for theories 
[[[[[[[  

In deductive research method, literature selection is very important because it is the 
compass that helps us in collecting and analyzing data. We acknowledged that this first 
step is the most difficult part, so we were very careful in choosing the literature. At first, 
from a general theme “internationalization process of a hospitality firm” we have defined 
the main concepts that we were going to research according to our interest and the 
academic relevance. When we obtained a fairly good understanding about the subject, we 
decided to narrow down our research, more focus on the theories that are suitable for our 
case, the firm in soft service industry. The main concepts that we chose are foreign 
market selection and entry mode. We started to look for the articles on university’s 
databases such as Emerald, Science Direct, ELIN@Mälardalen, ABI/INFORM, which 
contain many updated and reliable materials that are helpful for our research. The 
keyword that we used to find material is Internationalization of hotels, 
internationalization of service industry, entry mode, franchising, hotel management 
contract, leasing, modal entry, operational control of hotels and international expansion of 
service firm.  

2.3.2. Conducting conceptual framework 
 

A conceptual framework is used to help researchers analyze research material and 
structure the analysis in the thesis. A conceptual framework can be conducted in two 
ways, 1) by preliminary theory, concept or hypothesis in according to structured approach 
or 2) by material collecting as stated in ground approach (Fisher, 2007, p.123). Our 
conceptual framework is conducted in accordance to structured approach, based on the 
theories that we had used and the topic of our study, international expansion of a hotel 
firm. International expansion is a process, from a strategy decision to implementation of 
that decision. Therefore, the conceptual framework is seen as a process started from 
analysis of factors, foreign market entry decisions, to implementation issues of those 
decisions.  

2.4. DATA COLLECTION  
 

We acknowledged that data collection is one of the most crucial and significant processes 
in conducting any research, because this process proves the validity as well as the 
reliability of researches. Thus, researchers should be very careful in choosing appropriate 
data collection method in accordance with the purpose and content of the research. 
According to Fisher (2004), there are two main methods of collecting the data: qualitative 
and quantitative. Quantitative method involves collecting numerical data and statistical 
calculations in order to analyze the data and to obtain broad representative overview of 
situation. Quantitative approach is appropriate when using survey approach to conduct 
the research. Qualitative method is common to be linked with case studies. It involves 
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obtaining deep insight and explanation of the problem and concentrates on showing with 
words what are the problems and their meanings. Furthermore according to Saunders et 
al. (2007) qualitative method is used with the concepts which are rich enough and full in 
its nature, in order to give the opportunity to explore the phenomenon with deep 
understanding and in real time manner. Fisher (2004) argued that objectives of the 
exploratory study can be achieved with both qualitative and quantitative methods, 
although exploration and case studies are more associated with qualitative approaches. 
We have chosen to use qualitative method for our thesis, in order to research the 
international expansion of Rezidor in depth, to describe and to get the better 
understanding of the case rather than to describe the measurement of phenomena. We 
believe that qualitative method is the best method for this thesis, because it lets us 
acquire new knowledge and illustrate the internationalization process of Rezidor in an 
understandable way.  

 According to Ghauri and Gronhaug (2002), there are two sources of data, primary data 
and secondary data, both of them have advantages and disadvantages. We decided to 
collect both primary data and secondary data to improve the validity of our thesis.  

2.4.1. Secondary data 
 

According to Ghauri and Gronhang (2002) secondary data is the information collected by 
the others for their own purposes which can directly or indirectly fit researcher’s chosen 
topic. Secondary data can be past academic researches and studies about the topic, 
internet and web page sources provided by the companies, internal documents of the 
companies such as annual and financial reports, some magazines and newspapers as well. 
The advantages of secondary data are the time and money cost savings. Other advantages 
are that secondary data broadens the horizons of researchers and allows them to choose 
more appropriate methods of research and to draw some kind of preliminary conclusions. 
As we already mentioned in the literature search part, we researched many scientific 
articles from university databases to get the knowledge of the field and to produce 
relevant problem statement and conceptual framework. However, the secondary data has 
some disadvantages as well; one of them is that they are collected for other purposes and 
objectives and sometimes can create mismatches with research problem. Another 
disadvantage of the secondary data can be the inaccuracy of the information (Ghauri and 
Gronhang 2002). It requires big caution when using the secondary data. We strongly 
believe that we have used only past researches, which are relevant to our problem. For 
our empirical findings we have also used the secondary data from reliable sources such as 
annual reports and web page of the Rezidor hotel group, as well as newspapers which 
provide useful interviews with CEO of the firm. In addition, to improve accuracy of the 
information, we have supported secondary data with primary data. 

Ghauri and Gronhang (2002) argued that combination of secondary and primary data in 
most cases can give good scientific answers to research questions. In following section, we 
will explain the primary data collecting process. 
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2.4.2. Primary data 
 

2.4.3. Primary data 
 

Ghauri and Gronhaug (2002) distinguished primary data and secondary data by who 
collected the data and for what purposes. Primary data are the original data collected by 
researchers themselves, which is used for their research problem at hand. The advantage 
of primary data, therefore, is that they are more appropriate with the objectives and 
contents of author’s research. In particular, it enabled us to get more detail data as well as 
the opinion, attitude regarding our research area of the respondents that are very 
important for our research as we need to understand the reason of market selection and 
entry mode under each decision of Rezidor. However, we also recognized that primary 
data can have some limitations such as: 1) it is difficult to get access to people that are 
willing to cooperate and answer our questions, 2) the results of primary data depend on 
the author’s ability in designing good questions as well as the willingness and ability of 
respondents (Ghauri and Gronhaug, 2002, p.82).  

There are many methods of collecting primary data i.e. observation, survey, interview, 
experiment (Ghauri and Gronhaug 2002, p.81; Fisher, 2007), in which we believe that 
interview is the most suitable method in our case. While framing our theoretical 
framework, we have also considered the limitation of accessing primary data. Thus, we 
started to get contact with Rezidor and some subsidiary hotels that could support us in 
our thesis as soon as we defined the topic and main concepts in our research. After some 
weeks trying to reach headquarter and its subsidiaries, we got positive answers for 
interviewing Ms. Valeria Schuermans, the coordinator of Rezidor’s business development 
department in Brussels, Mr. Sam Holmberg, who is the GM of Park Inn Waterfront hotel 
in Stockholm and Mr Turhan Atarkan – GM in Radisson Blu Tbilisi hotel in Georgia. 
While considering the different situations of the respondents such as their time and 
location, we have decided to conduct the interviews in two different ways: by phone with 
Rezidor headquarter and Radisson BLU Iveria hotel in Georgia, and face to face interview 
with Park Inn Waterfront hotel in Stockholm. 

Face to face interview is the most popular way to conduct an interview, in which an 
interviewer can get not just the information from the answers, but also the extra 
information from the social cues of the respondent i.e. voice, body language, thus it 
reflects the opinion of respondent more precisely. However, the place and time are 
inflexible; they are determined by the respondents, depending on their work volume and 
schedule. Thus, we are able to make face to face interview only with Park Inn Waterfront 
hotel in Stockholm. Phone interview is less informative than face to face interview; 
however it is more feasible for interviewing respondents from far distance. However, we 
acknowledged that respondents usually provide limited time frame for phone interview, 
thus we successfully persuaded our respondents to arrange re-interview in case we need 
additional information.  
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There are three main types of interview based on the questions and the control of 
interviewer: 1) open interview, 2) pre-coded interview and 3) semi-structured interview. 
In open interview the questions can be conducted in accordance to the conversation with 
respondents, where interviewer tries to pick the cues and themes raised by the 
respondent. In contrast, the pre-coded interview is an interview in which the questions 
are determined beforehand and the respondent is given a series of options to choose 
(Fisher, 2007, p.159). Thus, we have decided to choose semi-structured interview for two 
reasons. First, it is more open than the pre-code interview, so we can get more 
information of their opinion and motivation regarding to our research focus, which 
cannot be shown in the interview question with limited answers. Second, semi-structured 
gave us more control on the data collection process. We chose the questions regarding to 
our propositions in theoretical frame and in different perspectives – subsidiary 
perspective and headquarter perspective. The main strategic decisions are taken by 
headquarters, although subsidiaries also play significant roles in those decisions. 
Respondents from different perspectives would reflect the opinions and ideas in 
accordance with their situation and understanding. Thus, we improved the validity of 
thesis. Semi-structure interview, therefore, have enabled us to design and interview the 
appropriate questions that we concern from respondents from subsidiaries and 
headquarter perspectives. 

2.5. ANALYSIS AND CONCLUSIONS 
 

According to Fisher (2007, p.186-187), there is no common way of analyzing a case study. 
However, Fisher also mentioned two general strategies that often used for analyzing case 
study called 1) following up theoretical propositions, 2) developing a case description. As 
we mentioned before, we have chosen to define the theories, concepts to conduct a 
conceptual framework before collecting our research material. In this strategy, we have 
used analytical technique called pattern matching. According to Yin (2003, p.117), the 
purpose of pattern matching is to compare between the case analysis with the used 
theoretical proposition. Saunder et al. (2009, p.500) clarified that pattern matching is to 
predict a pattern of outcome based on a predicted theoretical framework to explain what 
research aims to find. If the pattern of the case study is relevant with what are predicted 
in the conceptual framework, it means that the theoretically based explanation is 
appropriate to explain empirical finding. 

Research question of this study should result in explanatory and descriptive answers. We 
believe that our research is exploratory, since we will try to “find out what is going on in 
reality” regarding the topic, and at the same time referring back to existing literature in 
the field. We have made an attempt to show the patterns and ideas as the result. Thus, 
due to the small size of sample, we did not have the possibility to give general answers to 
problems; however they will give guidance and will serve as a building block for the 
further research in this field. 
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2.6. METHOD REFLECTION 
 

2.6.1. Reliability  
 

Reliability concerns the question if similar research will be held, whether or not it will 
yield the same results as this thesis. The issue of reliability can arise due to lack of 
standardization in semi-structured interviews. It can be argued that reliability is more 
common problem in quantitative researches, since it represents the stability of a measure. 
However we still found it important to discuss how reliability is considered in this thesis. 
We strongly believe that similar research under similar circumstances will end up with 
the same results if that research will be conducted in nearest future.  However, for the far 
future the reliability of this thesis might decrease. Our research topic is more focused on 
strategic decisions of market selection, choosing the entry modes and even sometimes 
changing the operating modes, therefore we conclude that the data which is collected as 
result of this thesis reflects the reality of particular time and particular place and in the 
further future might be subject to change. 

2.6.2. Validity  
 

When conducting academic research the problem of validity can arise. According to 
Fisher (2004) validity in case studies, concerns whether collected data are valid and 
relevant to the field of research, and if author’s interpretation of gathered data represents 
the reality. The authors write about the objective things, however in case studies 
interviews are gathered from other people, and thus, objectivity can be influenced by 
interviewee views. Moreover, when interpreting collected material data can be colored by 
values, assumptions and prejudices of authors. Validity also might be influenced because 
of our inexperience in making interviews and our skills that might be not enough in this 
aspect. In this research we accept that data can be influenced by our interpretations, so 
we have sent transcribed interviews back to interviewees in order to make sure that our 
interpretations of data do not deviate from their perceived reality. Moreover, validity of 
this thesis increases since we have used both secondary and primary data and we have 
collected the material from two different perspectives, from headquarters and 
subsidiaries as well.  

2.6.3. Method critic 
 

In qualitative research, research can be influenced by author’s unsystematic views. 
Authors usually include in research only what they think is important and significant for 
the study, therefore research might be too subjective. We already stated in limitations, 
that we accept that our research was conducted for particular case, and even though it 
can be useful for other practitioners, it cannot be generalized. Generalization concerns to 
apply the results and conclusion of one case to other cases which are not covered in the 
same research. Although the relationship between existing theories and empirical 
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findings gives us the view about applicability of existing theories in practice, we do not 
mean by this study to generalize results, this study serves only as deeper understanding of 
the problem and starting point for further researches. 
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CHAPTER 3: LITERATURE REVIEW 
 

In this section we provide review of past researches and theories which we have chosen 
critically about the internationalization process of companies. We are going to explain 
the market choice, market entry modes, and factors influencing those choices in our 
literature review. Further on, we will talk about the implementation problems regarding 
the market entry modes. At last, we will touch partly the similarities between market 
entry modes and operational modes and the phenomena of switching the operation 
modes by international companies. But at first we will start to make some distinctions 
about service and manufacturing business in order to give the reader view about our 
focus area. 

3.1. MANUFACTURING VERSUS SERVICE 
 

In the literature of internationalization, there are two opposite opinions about the 
expansion in foreign markets by manufacturing and service firms. One considers this 
process as the same in manufacturing and service firms whereas the other believes that 
they differ in the certain aspects (Ekeledo, 1998). In our research, we are more persuaded 
by the latter view. According to Grönroos (1999) international expansion strategy of 
service firms is considered more risky than that of manufacturing firms. This is due to the 
characteristics of service when the producers and production facilities are parts of service. 
When service firms intend to expand in foreign country, it requires them to have more 
control to their resources than manufacturing firms. In addition, the internationalization 
process of manufacturing firms can be implemented gradually from indirect export 
channels to agents and then subsidiaries. Through this gradual process, manufacturing 
firms are able to accumulate their understanding about the market, customer as well as 
how to operate efficiently in foreign markets, thus manufacturing firms can reduce risks 
when expanding internationally. The situation is different in the case of service firms. 
Once they decide to expand in foreign markets, they might immediately face some 
problems right after entering in these foreign markets (Carman and Langeard, 1980). 
Service firms must have an internationalization strategy that helps them to cope with this 
risky situation as well as possible. Therefore, the choice of entry mode is different 
between manufacturing firms and service firms (Grönroos, 1999). 

The main difference between manufacturing goods and service is intangibility. However, 
we believe that only distinguishing service from manufacturing goods is not enough since 
many services embedded in goods or delivered through technological vehicles (e.g., music 
CD,  radio programs, and television programs) have blurred the boundaries between 
goods and services (Ekeledo, 1998). In addition, Grönroos (1999) argued that the choice of 
entry mode for service firms depends on the type of service and market. Thus, we have 
decided to use the classification of Erramilli (1990) of service, in which service is divided 
into soft service and hard service based on their characteristics, as the foundation for our 
research on the entry modes. The description of this classification is provided in details as 
below.  
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 3.1.1. Service classification 
 

According to Erramilli (1990), production and consumption of hard service do not happen 
simultaneously, this is the reason why hard services can be exported. Some examples of 
hard services are life insurance, education, financing, music etc. In contrast, soft service 
production and consumption take place at the same time this can be seen in many 
services like food service, health care, hotels etc.  

The service classification of Erramilli (1990) was complemented by adding more 
description of the base for service production and consumption (Elekedo, 1998). The 
classification of hard and soft service is important for the internationalization process 
studies of firms, because the standard theories of internationalization, which are mainly 
developed for manufacturing firms, can be generalized in hard services but not for the 
soft services. Besides, the entry modes for soft and hard service firms are also different 
since hard service can be exported while soft service cannot. Elekedo (1998) defined 
different entry modes for manufacturing, hard service and soft service firms as below: 

 

Figure 2: Characteristics of Manufactured Goods, Hard Services, and Soft Services – adopted 
from Elekedo (1998, p.278) 

 

The figure above provides an interesting understanding about the classification of 
manufactured goods, hard services and soft services. However, our focus is international 
expansion process of hotel firms; thus, we only want to cover the entry modes stated in 
figure 2 i.e. franchising, management contract, joint venture and sole ownership that are 
typical for hotel industry – one of soft service industries.  

In the literature, market entry decision is one of the most important topics related to 
internationalization process of a firm. Choosing the entry modes in foreign markets is a 
part of market entry decision, thus in next section we discuss what foreign market entry 
decision involves. 
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3.2. FOREIGN MARKET ENTRY DECISION 
  

Internationalization involves many decisions, but probably not any is more important 
than foreign market entry decision, which includes the issues of choosing the appropriate 
market, timing of entry, scale of entry and choosing the appropriate entry mode. (Kumar 
& Subramaniam, 1997; Hill, 2007; Root, 1998). However for this thesis we have narrowed 
down to the most important two areas of foreign market entry decision: choosing foreign 
markets and choosing entry modes. When firms decide to expand internationally, first 
they have to struggle with the issue of which foreign market to operate in. The market 
selection decision involves choosing the best country to enter based on strategic needs 
and orientations of the firms. After that the second main issue is to choose right entry 
mode in that particular market (Kumar & Subramaniam, 1997). Further we explain how 
firms choose the markets for foreign expansion. 

3.2.1. Foreign market choice  
 

The choice of market depends on the attractiveness and long-run profit potential of 
foreign markets. Vernon (1971), Stopford & Wells (1972) and Franko (1971) as stated in 
Kumar & Subramaniam (1997) focused on location advantages of the country, to explain 
different international business activities in its market. They stated that markets have 
their location advantages which lead to their selection as host countries for businesses. 
The political and economic factors in countries play a significant role in their market 
attractiveness. According to Hill (2007) the attractiveness of foreign markets for 
international business strongly depends on the balancing of the benefits, risks, and costs 
related to the doing of business in those countries. This could be related to L (location-
specific) pillar of the Dunning’s OLI paradigm which influences the choice of the target 
country. Dunning (2001) defined L variable as the foreign market’s specific characteristics 
of a political, social, resource and economic nature, that can be specific advantages of the 
markets, and should be exploited by international firms. 

There are other important factors in market selection process, such as size of the market, 
purchasing power of consumers in that market and future wealth of consumers, which 
depend on the economic growth of that country (Hill, 2007). Usually, the costs and risks 
of doing business are high in less economically developed and politically stable countries, 
and vice versa. Hill (2007) also argued that the nature of indigenous competition in the 
market and advantages of the product or service offered in that particular market are 
important factors as well. Additionally, Quer et al. (2007) in their studies added that 
besides general market conditions, specific determinants of tourism potential, like 
number of tourist visitors in the country are very important for hospitality industry firms 
when choosing the market. 

After decision regarding the foreign market choice, another issue that firms have to 
decide is to choose which entry mode to use when entering chosen markets. In the 
following part we explain what entry mode is and will go through the modes which are 
common to use in soft service business. 
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3.2.2. Foreign market entry modes 
 

Sharma and Erramilli (2004, p.2) defined an entry mode as ‘‘a structural agreement that 
allows a firm to implement its product market strategy in a host country either by carrying 
out only the marketing operations (i.e., via export modes),or both production and 
marketing operations there by itself or in partnership with others (contractual modes, joint 
ventures, wholly owned operations)’’. Under different entry modes, there are different 
operation mechanisms in accordance with level of investment, risk and return. Thus, 
entry mode choice affects considerably to the performance and longevity of a foreign 
operation (Ekeledo, 1998), it can be one of the most important factors determined the 
future of a firm.   

Entry modes can be divided into two categories: equity and non-equity, which 
considerably differ from each other regarding to investment requirements and control. 
The equity modes compose of joint ventures and wholly owned ventures. Equity entry 
modes such as Greenfield, Brownfield and acquisition require a relatively large 
commitment for investment (Pan & Tse, 2000; Quer et al. 2007). As a consequence, when 
exercising equity entry modes, firms have to practice a higher level of control to their 
international operations to guarantee that their expectation can be fulfilled. Non-equity 
entry modes such as contractual modes like licensing, R&D contracts, and alliances 
require lower levels of control since these forms of entry are much less investment 
intensive (Canabal & White, 2007). Other classification of entry mode was discussed by 
Root (1998, p. 7), in which he mentioned three types of entry mode: export, contractual 
(or knowledge based) and investment entry modes. Export entry modes include indirect, 
direct agent/distributer, direct branch/subsidiary. Contractual entry modes consist of 
licensing, franchising, technical agreements, service contracts, management contracts etc. 
The last modes, investment entry modes, involve sole venture of new establishment, 
acquisition and joint venture.  

As we mentioned above in service classification section, we only focus on the entry modes 
that are typical for soft services in Figure 2. Thus, in the next parts we describe the main 
entry modes for soft services that are franchising, management contract, joint venture 
and wholly owned subsidiaries. Besides, hotel industry has witnessed the increasing usage 
of leasing in many big hotel chains as one important mode of entry to expand in foreign 
markets. Therefore, we decided to choose these five types of entry mode as the 
foundation for our research. 

Franchising 

Franchising is one specialized kind of licensing, in which a firm (franchisor) grants the 
rights to another firm (franchisee) to do business under franchisor’s name. In return, the 
franchisee has to follow the strict policies and procedure lay down by franchisor and pay 
the royalty payment, which is a negotiated part of franchisee revenue and other 
compensation (Hill, 2007,). In other words, the franchisor licenses the way of organizing 
and carrying on a business under its trade name. Within several recent decades, 
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international franchising, in which two parties of franchising agreement are from 
different countries, has become one of the most popular entry modes in various business 
fields like fast-food restaurant, hotel and motel, soft drink etc (Root, 1998, p.109-110, Hill, 
2007).  

According to US International Trade Administration (1987, p.3) franchising agreement 
involves “not only product, service and trademark, but also the entire business format – a 
marketing strategy and plan, operation manuals and standards, quality control, and 
continuing 2-way communication” (Cited in Welch, et al., 2007, p.52). The franchisor, 
hotel chain, has the responsibility to transfer the franchising package that is agreed in the 
franchising contract. The franchising package can include business concepts and 
everything needed for its implementation (e.g. know-how, training, service, hardware). 
After this phase, franchisee can operate independently from franchisor (Welch, et. al., 
2007, p.53-55). 

Franchising has become the favorable entry mode because it provides franchisor with 
many advantages in three aspects: 1) rapid expansion with low level of investment in a 
foreign market, 2) marketing is implemented by franchisee’s business activities 3) low 
political risks (Root, 1994, p.110). With these advantages, firms can build great presence all 
over the world at a relatively low cost and risk within short period (Hill 2007, p. 492). 
However, franchising also has some limitations, when franchisor considers one of those 
aspects: 1) limited profit since it depends on the franchisee revenue, 2) lack of quality 
control over franchisee’s operation, 3) creation of competitors (Root, 1994, p.110). Among 
these disadvantages, we consider the quality control as the most serious problem to 
franchisor since the customer impression of a service is attached to a brand, and a bad 
reputation in one market can affect to their reputation in different parts of the world.  
Besides franchising, another favorable type of entry mode in hotel industry is 
management contracts.  

Management contract 

Root (1998, p. 114-115) defined international management contract as an agreement to give 
a firm the right to manage the day-to-day operation of an enterprise in a foreign market. 
Therefore, management control might be limited in operation level. According to him, 
management contract is unfavorable choice since it is not useful to build permanent 
market position for firms’ product. However, we do believe that management contract 
can be more attractive to service firms since it provides low risks. In fact, management 
contract has become very popular in hospitality industry, with 37% of international 
hotel’s properties under management contract (Welch, et. al., 2007, p.139).  

Hotel management contract involves two parties – hotel chain as contractor or operator 
and its local client, contractee or property owner. Contractor operates the property under 
its brand name on the behalf of the owner (Eyster, 1988). In return, hotel management 
firm receives the management fee. However, often the management contract combines 
with other type of entry mode such as joint venture. Hotel management contract has 
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become very popular because it provides many advantages to both contractor and 
contractee. Contractee can make use of hotel management contract to fulfill their need of 
managerial and technical experience and skills. From the contractor perspective, hotel 
management contract can lower the political and business risks, meanwhile it helps them 
to establish their existence in foreign markets, ensures the return without real estate 
investment risks. However, in the case of management contract, especially in pure 
management contract while there is separation between the ownership and operation, 
the control of the contractor is under the pressure of hotel owner, thus, this can lower the 
interest in choosing hotel management contract as an entry mode when contractor has to 
depend on the decision of hotel owner. 

Apart from franchising and management contracts, leasing is one of the favorable entry 
modes in hotel industry. However, in the business literature leasing is not considered 
either as entry mode or as operation mode. But still we consider it as entry mode for this 
thesis, since leasing is highly used in hotel firms to operate in foreign markets.  

Leasing 

According to different definitions, leasing can be seen as one type of external finance for 
firms or the contract giving some specific benefits to enterprises. However, in hotel 
industry leasing is highly welcomed and can be seen as one kind of market entry mode or 
operation mode in foreign markets. Moreover it is extensively used by the case firm of our 
thesis that is the reason why we integrated leasing as foreign market entry mode for hotel 
firms. 

On the corporate level, hotel firms lease lands or buildings for operating hotels in those 
properties (Koh & Jang, 2009). According to Kumar (2004) leasing is a type of contract 
between two parties, which gives to one of them the right to possess and use an asset for 
specific period of time, in exchange for payments which includes asset redemption, taxes, 
financial costs and lessor’s return.  After passing the agreement time, lessee can have the 
right to renew leasing contract or to purchase the asset based on residual value of the 
asset, this is the main factor that differs leasing from simple renting. Leasing is different 
from other forms of financing because the lessee gets an asset instead of money as a fund.  

Leasing enables firms which are seeking for larger growth opportunities, to expand with 
lower costs and risks, than other forms of financing. It provides as well tax shields for 
enterprises because lease payments are treated as expenses and maybe deducted from tax 
income (Koh & Jang, 2009; Kumar, 2004). In hotel industry, ‘sales and lease back’ is very 
popular, when choosing the leasing as an operation mode. Hotel firms sell their 
properties to other parties and then lease them back; this gives to hotel operators an 
external funding and opportunity to invest in hotel service instead of real estate (Koh & 
Jang, 2009). 

Except those entry modes which we explained above, some hotel firms use joint ventures 
as well. Joint venture is in some sense used in Rezidor case. 
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Joint venture 

A joint venture is an arrangement between two or more independent parties in which 
firms are required to share revenue and costs as well as control of the venture with their 
partners from the host country (Root, 1998, p.8). Different firms can contribute their 
skills to complementing each other and gain more effectiveness in the operation of the 
venture.  

The advantages of joint venture are disclosed in three aspects: 1) knowledge accumulation 
- each party of joint venture can benefit from the partner’s knowledge, not only in 
business or technical knowledge, but also the host country’s condition, culture, political, 
business network, 2) lower costs and risks 3) entering some markets where 
nationalization and adverse government interference creates barriers for foreign firms to 
enter. However, joint venture can meet problems since firms cannot have full control 
over the joint venture as well as subsidiaries in foreign markets; instead they have to rely 
on foreign partners. In addition, conflicts can be generated if the strategies to fulfill goals 
of each firm are different (Hill, 2007).   

Wholly owned subsidiaries 

Wholly owned subsidiary is the most extensive form of participating in host country, it 
involves the highest level of commitment and managerial control, whereby firms possess 
100 percent of equity stake in foreign country operation. This kind of entry mode can be 
achieved through merger and acquisition, acquiring an existing business or Greenfield 
investment, investing in new facilities in host countries (Root, 1998, p.8; Hill, 2007). 

Wholly owned subsidiary gives firms the highest level of control with their operation 
abroad. In other words, it promises the highest return and quality control over 
competence to the firm, which outweigh any disadvantages of joint ventures, licensing 
and franchising. However, wholly own subsidiary also involves the highest risk in 
accordance to high investment and political barriers of host countries. Therefore, 
between Greenfield investment and acquisition, acquisition is more favorable because 
firms can benefit from the business network and market knowledge of acquired firms 
(Hill, 2007). 

Why are firms choosing different entry modes when internationalizing? Why don’t they 
apply entry strategies which are likely to offer the highest returns? According to Ekeledo 
& Sivakumar (2003), a resource based view brings up the core notion that firms compete 
well in situation in which there is a fit between firms’ resources and external 
opportunities. However, the reasons under entry mode decision are also explained in 
many other aspects. We decided to divide these factors into two main parts: 1) external 
factors - factors from the outside environment and 2) internal factors – factors inside the 
firms. 
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3.3. FACTORS INFLUENCING FOREIGN MARKET ENTRY DECISION 
 

Once firms have decided to enter a foreign market, another critical decision that firms 
should take is the determination of entry mode and nature of their operations in foreign 
markets (Kumar & Subramaniam, 1997; Hill 2007; Quer et al, 2007). Past studies have not 
focused much on the evaluation of market selection and entry mode as inter-dependent 
decision, rather studied them separately. However, Kumar & Subramaniam, (1997) in 
their studies stated that the selection of entry mode maybe inter-linked with choice of 
markets. One of the most popular research topics in international business is analysis of 
factors influencing the decision of market choice and entry mode choice.  

In the next section we are going to explain the factors of market choice and entry mode 
choice, which are most repeatable from the recent studies and are suitable for the service 
industry, and which can be most useful for this thesis for further analyses of empirical 
findings. We divided them as external and internal factors, where external factors apply 
on both market choice and entry mode choice, and internal factors apply for just entry 
mode choice. At first we describe the external factors which might influence on hotel 
firms’ decision regarding the expansion in foreign markets. 
 

3.3.1. External factors 
 

Political and economic risks 
 

When time comes to reflect the possibility of entering a foreign market, firms must take 
into consideration the country’s social, legal and economic framework (Quer et al, 2007). 
The economic and political risks in countries play a significant role when choosing the 
market and entry mode. Economic risks can involve uncertainty about demand and 
competitors, purchase power of nation and other risks that jeopardizes country’s financial 
solvency (Hill, 2007; Quer et al, 2007). Rodriguez (2002) in his article summarized the 
studies of Kim & Hwang (1992), Agrwal & Ramaswami (1992) and Anderson & Gatignon 
(1998), who proposed that the higher the risks in the host country are the greater will be 
the tendency to enter foreign markets with smaller commitments of resources in order to 
obtain flexibility in adapting the changes in external conditions. Quer et al, (2007) stated 
the same in their studies, based on transaction cost economies, political risks and 
uncertainty in foreign markets can be potential additional costs for international firms, 
therefore firms will be reluctant to commit many resources through FDI. 

Contractor & Kundu (1998) agreed with above statement, they found out in their survey 
that, non-equity entry modes, such as franchising and management service contracts are 
preferred in political and economic unstable countries, where the real estate investment 
and business risks lie on the shoulders of local investors. Indeed, Rodriguez (2002) 
suggested that franchising would be the best way of investing in the countries with highly 
politic violence and uncertain economic environment. 
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Besides above views, from a resource dependency perspective, it is argued that firms may 
not be able to generate all resources internally when entering high political risk countries. 
They will need help of local partners to obtain knowledge about the target country and 
share the risks with them (Quer et al, 2007).  

Psychic distance  
[ 

There are several studies argued that the psychic distance, which involves cultural 
differences between firms’ home country and host countries, is one of the most important 
factors that determine the choice of market and entry mode.  

Series of studies argued that the greater the cultural differences between the firm’s origin 
country and host countries are, the less shareholding ownership is, and thus there will be 
great probability of choosing non-equity entry modes (Rodriguez, 2002). Internalization 
theory suggested that, cultural distance may generate some additional costs related with 
information collection and communication processes, therefore firms prefer contractual 
agreements to have grounds in host countries to overcome those issues. From 
perspectives of contingency approach, contractual agreements are more preferable in 
psychic distance countries to improve level of flexibility of companies in order to leave 
the country if companies do not manage to adopt the unfamiliar market. Additionally 
resource a recourse-based view suggests the same that less capital intensive entry modes 
are preferable in culturally different countries. Firms should adapt their services and 
products in host countries, and even sometimes have to delegate culturally sensitive tasks 
to local partners as well as get the specific knowledge about the market from them (Quer 
et al., 2007). 

On the other hand, other studies stated that, firms prefer equity entry modes, when they 
face cultural differences in the target market. In unknown cultures, firms do not trust 
indigenous managements and prefer to undertake their own administration (Rodriguez, 
2002). Rodriguez (2002) himself in his research found out that Spanish hotels prefer 
capital intensive entry modes, when entering in culturally different markets, because they 
prefer to supervise the behavior of their employees directly, and have fear of 
opportunistic manners of local partners. In another words, Spanish hotels refuse non-
equity entry modes in psychic distance markets, because they fear that their trademarks 
can be used with insufficient quality controls. 

Size and potential of host countries 

 

Size of foreign markets influences the choice of the entry mode in them (Quer et al, 
2007).  Chen & Hu (2001) stated that when the market size increases the fixed setup costs 
of units can be lowered and spread out across the wider market. Therefore, in bigger 
markets with greater potentials equity entry modes are usual. Where, the small market 
size will lead firms to enter the markets with less-capital intensive entry modes. Most of 
the studies use GDP as the variable for the market size and potential measurement. 



P a g e  | 21 

Thuy Nguyen & Levan Asambadze, 2010 

 

However, Quer et al, (2007) suggested that GDP is used to measure market size mostly 
for manufacturing firms, but for hotel industry other factors like tourism potential, and 
number of visitors in the country are very essential while defining market size and its 
potential and choosing the entry mode in it. 
 
Except from external factors touched above, we consider important to provide internal 
factors as well which might affect the decision of Rezidor when choosing the appropriate 
entry modes. In following sections we provide three of such factors. 

3.3.2. Internal factors 
 

International experience of the firms 

The traditional views like Johanson & Vahlne (1997) and Erramilli (1991) as stated in 
Rodriguez (2002) suggested that, the more internationally experienced firms are, the less 
help they need from local partners and therefore they will apply more equity modes to 
enter foreign markets. Transaction cost economy suggests that inexperienced firms which 
start to expand internationally feel uncertainty and are more likely to use non-equity 
entry modes (Chen & Dimou, 2004). 

However there is also non-traditional view on international experience of firms. This view 
suggests that the more international experience firm possesses, the better it will be at 
evaluating local partners’ behavior, and will tend to use non-equity entry modes 
(Rodriguez 2002). This view is totally suitable for hotel sector. Hotels have to have 
international experience and recognizable strong brand in order to attract and select 
qualified partners in foreign markets (Chen & Dimou, 2004). 

Size of the firms 

There are numbers of studies and counterarguments, whether how firms’ size affects the 
choice of entry mode. Most of the studies suggest that, while expanding internationally, 
the dimension of a firm increases; thus the greater size involves the greater availability of 
financial and managerial resources (Quer et al. 2007). Therefore, big firms tend more to 
choose equity modes like FDI or wholly owned subsidiaries when entering in foreign 
markets (Rodriguez 2002; Quer et al. 2007). However, this is more likely to state about 
manufacturing firms. 

According to Contractor & Kundu (1998), studies about the global hotel business showed 
results different from manufacturing sectors, about the strategic perception of firm’s size. 
In the hotel sector, high equity modes are not seen as crucial for international operations. 
Hotel firms place a considerable reliance on non-equity partners. They build the network 
of franchisees and hotels under management contracts, which enables them to obtain 
economies of scale in global logistics, reservations and especially in brand recognition. 

Besides international experience and size of the firm, the global strategy and vision of the 
firm can have some impact on choosing the entry modes.  
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Global strategy of the firms 

One of the internal factors influencing the choice of the entry mode is not tied up with 
the peculiarities of the industry; it is more related with the long-term global strategy of a 
firm. The perception of global strategy and vision of executives play significant role as 
well. If global expansion and brand recognition are the main strategies of a firm, then of 
course it will tend to choose less-capital intensive market entry modes in order to expand 
rapidly with low costs (Rodriguez 2002). As we already stated above, hotel firms choosing 
non-equity entry modes can obtain the economies of scale as well as brand recognition 
and can fulfill their global strategy in a rapid and suitable way. 

When hotel firms expand internationally and apply different entry modes in different 
countries, they can meet some problems when implementing entry modes. In the 
following section we go through the typical problems for franchising and management 
contracts. We chose to talk about just those two entry modes implementation problems, 
since they are popular in hotel business and are more common to create some kind of 
problems. 
 

3.4. IMPLEMENTATION PROBLEMS OF ENTRY MODES 
 

Hotel chain can be remarked of its requirement for highly decentralized operation in 
various sites within the chain. In addition, the nature of hotel industry requires massive 
investment in order to implement FDI. Therefore, favorable entry modes of hotel industry 
are management contracts and franchising because both of these entry modes guarantee 
quick expansion while reduce investment risk in foreign markets. Consequently, these 
two entry modes have become very popular for a long time in hotel industry (Contractor 
and Kundu, 1998). However, franchising and management contracts also reveal some 
problems related to control ability of firms over foreign subsidiaries in franchising and 
management contracts. This is because they are two kinds of non-equity entry modes, in 
which firm has less control than equity entry modes as we discussed above. 
Acknowledging that control problem of each entry mode is one important part in firm’s 
strategy, firm can combine different entry modes to decrease risks caused by control 
problem. In this part we decided to focus only on the most critical control problems while 
implementing two non-equity entry modes – franchising and management contract.   

Contractor (1998, p.329) described control over entry mode as the “participatory” control, 
“control exercised by withholding  or threatening  to withhold  some asset or capability 
desired by  the  other partner, and  proscriptive control  (by legal  or  de  facto  
prohibitions)”.  His control classification contains four types of control: 1) daily operation 
and quality  in  each  hotel  site;  2) the real estate and its investment risks;  3) tacit 
expertise in the routines of the firm; and 4) the codified assets, such as a global 
reservation system and the  firm's internationally  recognized  brand  name (Contractor 
and Kundu, 1998). According to our understanding, there are many kinds of control in an 
organization in different aspects. From firm’s resources perspective, control can be 
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financial control, human resource control, knowledge flow control. Other controls can be 
operational control – control related to daily activities or result control – control over the 
desired result. Thus, we believe that the control that Contractor (1998) has described is 
the operational control of subsidiaries, and it might be useful to understand the operation 
mechanism of hotels in each specific market, with different partners. 

As described above, management contract and franchising entry mode are very different 
in operational mechanism, so is control problem of them. On one hand, the most critical 
implementation control problem of franchising is daily operation and quality control. 
Management contract, on the other hand, tends to have problem in control over tacit 
expertise in firms’ routines.   

3.4.1. Quality control problem in franchising 
 

In hotel franchising, hotel chains mostly play the role of franchisor, that provide the 
franchising package including know-how, training, service, hardware and brand name for 
franchisees in foreign markets. After transferring the franchising package to franchisees, 
the franchisor lets franchisees to operate by themselves. Hence, the greatest concern in 
franchising is about the control of franchisee activities after this phase. Since brand 
reputation and quality can be damaged if the franchisee operation does not reach the 
desired quality defined in franchising contract. In other words, it means that franchisor 
has little control over the quality of franchisee’s activities afterward. In addition, hotel 
franchising is not only limited in one franchising contract, in reality, according to its 
nature and the goal to achieve rapid expansion, franchisor tends to create a network of 
franchising. Thus, this kind of networks can cause a serious problem in controlling the 
quality in foreign markets (Monroy & Alzola, 2005; Michael, 2000). 

In the research of quality in franchising network, Monroy & Alzola (2002) mentioned the 
transactional quality, which is explained as the effective development of each transaction, 
from the view of franchisor in two dimensions: formality and identity. Formality 
dimension regards to the level of fulfillment of franchisee’s contract duties including 
business development, training attendance, payment accomplishment. Meanwhile, the 
identity dimension refers to the fulfillment of franchisee’s contract duties in comparison 
to the shared quality of hotel chains (Monroy & Alzola, 2002). Both dimensions are very 
important to franchisor; however, the identity dimension of transaction quality creates 
more problems, since it is based on daily operation. Michael (2000) argued that 
franchising would yield lower quality than owner units due to two reasons: 1) autonomy 
in franchisee activity 2) franchisee got no motivation to raise the quality. First, franchisee 
becomes autonomous after the initial phase of receiving the franchising package, thus 
franchisor gets little access to franchisees’ operation; therefore they cannot guarantee the 
standard of service. Second reason is that franchisees are working under the same brand 
name, where customer perceived the quality in different places is the same; therefore, 
franchisees tend to reduce the cost of the services to increase their profit which can lower 
the quality of the services (Caves & Murphy, 1976; Michael, 2000).    
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The solutions to the quality control problems can come from franchisor’s effort to tighten 
the control of franchisees’ activities by having one of its representatives in franchisee 
system as well as paying more effort to monitoring, detection and termination contract if 
necessary (Michael, 2000).  

3.4.2.  Control problems in management contract 
 

In management contract, hotel chains often are in charge of hotel operation for local 
clients who are the owners of properties in exchange for a management fee. Thus, hotel 
chains play the role as contractors, taking control over quality, daily management and 
senior staffing under contractors’ brand names, in which the properties are considered as 
part of the global chain. Consequently, the quality control is obviously not the problem in 
this case; in return management contract can bring surer returns without real estate 
investment risk for contractor. Hence, contractors can meet other problems: 1) they do 
not have full control operating the property; 2) they cannot control the tacit expertise, 
which can create potential competitors in the future (Contractor and Kundu, 1998). 

Hotel management firms cannot have full control over operation in some following 
aspects: 1) financial resources, 2) management team and staffs. Hotel operation generates 
operation cost, which is in charge of the owner (Welch, et. al., 2007, p.153). Consequently, 
hotel operations can be limited beyond the financial pressure from the owners who tends 
to lower the costs, while operator needs more finances to maintain the image of the 
brand. On the other hand, contractors cannot transfer all senior managers and staffs to 
the property. Thus, it can encounter difficulties to find suitable staffs and managers for 
the hotel. In addition, many property owners will pressurize hotel management firms to 
recruit local people for General Manager’s positions. These two pressures in finance and 
human resources create a restraint to contractors in their effort to manage hotels (Lueke 
& Svyantek, 2000).  

Additionally, in many case property owners do not remain as passive owners of the real 
estate, they can tap into the tacit expertise of contractors by actively participating in hotel 
operation. Since much  of  the middle  managers  and staffs are local  personnel,  they are 
able to acquire tacit  expertise  on  the  jobs, thus, they can be the potential competitors 
of hotel management firms in the future (Welch et. al., 2007, p.153).  

In spite of having two problems above, management contract is still a favorable entry 
mode in hotel industry. We can argue that this phenomenon is partly due to the nature of 
hotel industry, which require massive investment as well as well educated management 
team and skills, which cannot be easy to learn. In addition, management contracts often 
do not stay in the pure form, in which operator and owner are separate. Often, it can 
combine with other form of entry modes like joint venture; therefore, this can increase 
the control level of hotel management firm.  

As we already discussed above, the using of such entry modes like franchising and 
management contracts while expanding internationally can create control problems over 
foreign subsidiaries. If firms consider the global control of operations and quality 
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important, then they will tend to use equity entry modes (Rodriguez, 2002).  However, 
the other view in literature suggests that in hotel industry high degree of control can also 
be achieved with contractual agreements (Quer et al. 2007). According to Contractor & 
Kundu (1998) global reservation system and hotel brand name are strategic assets of hotel 
firms, which enable them to build the network of contractual alliances. These strategic 
assets do not only generate money from each reservation made through reservation 
system or from royalty payment for the brand name, but they also reduce the 
opportunistic manner of local partners, as they are threaten of withholding of these 
assets. 

In contrast with contractual agreement entry mode, wholly own subsidiaries are 
considered the highest control entry mode over foreign operation. However, the risk level 
in companion with this entry mode is the greatest, because it requires the greatest 
commitments for entering and operating in foreign market. As far as we concerned, one 
alternative to the wholly own subsidiaries mode that is very popular in the hotel industry 
is leasing. Leasing requires hotel firms to lease buildings to operate, thus the real estate 
investment will be decreased to leasing fees, while hotel firms can control their foreign 
operations. Leasing on one hand decreases investment risk, at the same time brings more 
control, return and benefit for the hotel. Even though there are not many research papers 
considered leasing as an entry mode, we believe that leasing can be one of the most 
popular entry modes in hotel industry. Each entry mode has it strength and weakness, 
thus, hotel firms should have a good combination of entry modes, which can increase the 
advantages and decrease the disadvantages of each entry mode, to operate successful in 
foreign markets.  

Above mentioned problems can cause the switches in operation mode of international 
hotel firms. In the following sections we talk about the relationship between foreign 
market entry modes and operation modes, further we will explain how hotel firms switch 
operating modes. 

3.5. FOREIGN OPERATION MODE SWITCHES 
 
When it comes to the foreign market operation modes, we think that they are quite the 
same as foreign market entry modes; the difference between them is just about time.  
Even Reid and Rosson (1987) stated in Welch et al. (2007, p. 3) book that “coupling 
between entry mode and foreign market operations . . . is a particularly tight one.” Welch 
et al. (2007) themselves argued that choice of entry mode determines how foreign market 
operations will be performed. In many academic literatures foreign market operation 
modes are studied under the heading of foreign market entry modes. However, 
researches have shown that internationalizing firms are common to change their 
operation modes in foreign markets after a particular time. In that case the word “entry 
mode” would be inappropriate to use, because it tends to focus thinking and analysis on 
the entry situation. (Welch et al. 2007) 
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The reason of switching foreign market operation modes might be a recovery from 
problematic situation in foreign market associated with existing operating mode used. 
Therefore, firms tend to apply switching in order to adapt to new circumstances as 
foreign operations evolve (Welch et al. 2007). Thus, the factors driving the firms to 
change their operation modes can be different and classified as internal and external 
factors, however for this thesis we are not going to cover the factors influencing on mode 
switching. 
 
When there is a need of operation mode switch, the internalization and externalization 
are the common outcomes. Internalization is the changing from serving the foreign 
market through firms’ outside partners to inside operations, in most cases through 
foreign direct investment. For example changes from independent distributor agents, to 
owned subsidiaries. Internalization takes place when the entrant firm buys the share and 
assets from a partner in the host country, and turns them into sole venture.  In contrast to 
internalization, externalization involves the change from capital intensive operation 
modes to noncapital intensive modes, for example from wholly owned subsidiaries to 
franchisees or to contractual agreements. Therefore, externalization takes place when 
international firms, sells its share to local partner but continues collaborating on the basis 
of contractual agreements (Welch et al. 2007). Externalization is more favorable and 
popular process in hotel firms, as we already stated above in this paper, hotels tend to sell 
and lease back their properties. 
 

 
To sum up the theories and discussion above, we have developed the conceptual 
framework in the following section. 
 

3.6. CONCEPTUAL FRAMEWORK 

  
Although literature choice and review is an important stage in research, we believe that it 
also requires the author to design a logical structure of the theoretical foundation in 
order to be able to analyze empirical findings efficiently. A conceptual frame work, 
according to Fisher (2007), involves the patterns of concepts from chosen literature and 
their interrelation. Thus, conceptual framework is the analytical tool which can be used 
in improving the analysis quality in relation with the chosen theories. We have developed 
the following conceptual framework that is appropriate for our research. The constructs 
using in the conceptual framework are the main constructs that we reviewed and 
discussed above in our literature review. 

 



P a g e  | 27 

Thuy Nguyen & Levan Asambadze, 2010 

 

                  

Figure 3: Conceptual framework 
 

The international expansion has gotten much attention from various scholars with 
different views, from different perspectives. We used views of those scholars to develop 
our model which is possible to explain part of the internationalization process, where 
various external and internal factors influence on firms decision of where and how to 
expand. Considering these factors firms choose the markets and enter there with different 
entry modes. Further they might meet some control problems when implementing entry 
modes in selected markets.  

Our conceptual framework clearly shows part of internationalization process. We 
developed combination of three constructs and put them in sequential order: 

 Stage 1:  factors influencing foreign market entry decision 

 Stage 2: foreign market entry decision 

 Stage 3: implementation problems  

However, in each construct, we only focus on the suitable theories for hotel expansion 
and use them to analyze our case study.  

The first construct - factors influencing foreign market entry decision represents for the 
stage before firms enter a new market, they have to investigate market potentials and 
risks, its adequacy to the situation and vision of the firm, and the suitableness of the 
future operating method in it. In parallel, hotel firm also needs to think over the 
appropriate entry mode in consideration with the market characteristics. Therefore, the 
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factors are discussed in two perspectives, 1) external and 2) internal factors that influence 
on foreign market entry decision.   

The second and the central construct of our conceptual framework is foreign market 
entry decision. In this stage, hotel firms can design the expansion strategy. Our research 
only concentrates on two main decisions in this strategy, market selection and foreign 
entry mode, how these two decisions effect to each other in the expansion strategy. 
Moreover, since we only want to focus on the hotel international expansion, we have only 
described the most popular and suitable entry modes used in hotel industry, those are 
franchising, management contract, leasing, joint venture and wholly owned subsidiary. 

The last construct is called, implementation problems i.e. control aspects, due to the 
limitation in time and scope of our thesis we do not cover implementing process in our 
research. Instead, we discuss the implementation problems of market entry modes that 
can arise when hotel firms enter foreign markets. Moreover, the focus on implementation 
problems will narrow down to two entry modes –franchising and management contracts- 
since they are very popular entry modes in hotel business and are common to create 
problems. 

The relationship between three constructs of our conceptual framework can be seen as a 
flow in one direction, where at first firms consider the external factors of foreign markets, 
comparing with the internal factors of the firm, and then decides which are the most 
suitable markets and entry modes for each market expansion activity. At last firms need 
to be aware of some problems when implementing chosen market entry modes.  
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CHAPTER 4: EMPIRICAL FINDINGS 
 

This chapter provides collected secondary and primary data regarding The Rezidor Hotel 
Group. Secondary data is derived mainly from Rezidor’s web page, annual reports and 
magazines. The primary data was collected from interviews with three representatives of 
Rezidor, headquarter as well as their hotels in Sweden and Georgia. The responses from 
different respondents are similar to each other and thus we refer them as Appendix in the 
text. In addition, the answers of interview questions are merged and provided with 
secondary data in one flow.  

4.1. FIRM BACKGROUND 
 

Rezidor was founded in 1960 when the first hotel - Radisson SAS Royal in Copenhagen, 
the world’s first designer hotel, was opened. At that time, Rezidor was just catering part 
of SAS Airlines. Later on in 1989, when the number of hotels has increased, SAS Airlines 
group established a wholly owned subsidiary called SAS International Hotels (SIH) (“Our 
Heritage” 2010). In 1995, SIH signed a master franchise agreement with American hotel 
group Carlson, becoming the sole franchisor of Radisson brand in Europe, Middle East 
and Africa.  On the basis of this master franchise agreement, SIH started to expand its 
brand aggressively in those regions. In 2001, SIH changed their name to Rezidor SAS 
Hospitality, in which Rezidor is a distinctive word coinage combining the English 
‘residence’ and ‘door’ and the French ‘or’ (gold). This event highlighted Rezidor new 
vision - becoming the leading firm with top quality hotel brands in a variety of market 
segments. As the first step toward new vision, in 2002, Rezidor SAS had further strategic 
master franchise agreement with Carlson hotel group, taking the rights to operate Park 
Inn, Regent and Country Inn brands in their portfolio. In 2006, Rezidor SAS Hospitality 
was renamed Rezidor Hotel Group and went public on the Stockholm Stock Exchange. 
(“Our heritage”, 2010; “Fact sheet”, 2010) 

Today, Rezidor is one of the world's fastest growing hotel firms with five distinct hotel 
brands, which are precisely positioned in the firm's portfolio  to offer a complete range of 
hotel experiences to different market segments (“Fact sheet”, 2010).  

Figure 4: Brands of Rezidor, Source: The Rezidor hotel group fact sheet 2010, p.6 
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Figure 5: A Strong Portfolio of 5 Great Brands, source: (http://www.rezidor.com) 

Among five brands in Rezidor’s portfolio currently just Radisson BLU and Park Inn are 
the core brands with emphases on fast international expansion. At the moment, Radisson 
BLU with 236 hotels is the biggest chain in Europe in upscale market segment. Rezidor 
also puts important focus on midscale segment with fast growing brand Park Inn with 138 
hotels. Nowadays, Rezidor operates and has under construction 389 hotels with nearly 
83000 rooms and has more than 35000 employees in 61 countries across Europe, Middle 
East and Africa. Rezidor’s headquarter is situated in Brussels Belgium, with Kurt Ritter as 
CEO, who has been on this position for the last 20 years. (“Fact Sheet” 2010; “Our 
Heritage” 2010; Fig. 4; Fig. 5) 

The expansion of Rezidor’s luxury and lifestyle brands, Regent and Missoni currently are 
limited to mega city centers and strictly operated under lease and management contract 
(Chhatwal, 2007). Rezidor does not have the right to operate these brands under 
franchising (Appendix). Rezidor’s upscale brand - Radisson BLU is operated in strategic 
places, city centers and resorts, with lease and management contracts. In the past, 
Rezidor used to employ franchising with Radisson BLU to acquire rapid expansion. 
However, for further future, Rezidor plans not to use franchising to expand Radisson BLU 
anymore. Besides Radisson BLU, Park Inn is also a core brand of Rezidor, since 2002, 
Rezidor strategy has emphasized on the aggressive expansion of Park Inn. Within 5 years, 
Park Inn has had more than 100 hotels in Rezidor’s portfolio (Chhatwal, 2007).Currently, 
Park Inn hotels are operated under management contracts and in some cases under 
leasing in strategic places. However, in secondary and tertiary places, this brand is only 
presented with no-committed management contracts and franchising (Chhatwal, 2007). 
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The strategy of Park Inn expansion is to enter the markets which are already penetrated 
by Radisson BLU in order to create the synergy and make the entry of midscale brand 
easier (Appendix).  

4.2. THE REGIONS UNDER REZIDOR’S OPERATION 
 

 To be a leading and recognized firm in hotel industry and to be able to build “critical 
mass” in operations, Rezidor applies aggressive growth strategy. The key drivers of growth 
strategy of Rezidor are to leverage their strong position and keep first mover advantages 
in emerging markets, to be entrepreneurial and flexible, especially when it comes to 
difficult economic environments (Chhatwal, 2008).The growth of air transportation has 
served as opportunity for Rezidor to grow. With more than 20 properties, Rezidor is 
Europe’s leading airport hotel operator. Besides the significant contribution to revenue, 
airport hotels had brought strong brand recognition to Radisson BLU, thus the same 
strategy is applied for Park Inn brand. In addition to airport hotel opportunities, resort 
locations are one of the key drivers for Rezidor to grow. Resort destinations are becoming 
more important than ever for individual leisure travelers as well as for business group 
meetings and events. Additionally, resort hotels play significant role in brand recognition, 
since they create longer lasting impression on customers. At the beginning of 2009, 
Rezidor operated 35 resort hotels with nearly 8 800 rooms (“Rezidor’s Annual Report”, 
2008). 

 
Figure 6: Rezidor In the World, source: (http://www.rezidor.com) 
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Rezidor applies its aggressive growth strategy on selected key growth areas, which 
includes a number of emerging markets such as Russia and CIS countries, Eastern Europe, 
Africa as well as matured market areas such as Western Europe and Nordic countries 
(Fig.6). To be a prime player in mature markets, continuous growth is required from hotel 
companies, and Rezidor has proven themselves as a leading player when they 
continuously and successfully expand at a great pace. Rezidor has achieved strong brand 
recognition in Nordics and Western Europe for Radisson BLU brand, however 
improvement in some countries are still needed. Rezidor operates in Middle East for the 
last 30 years and plans to enhance their already significant market position there 
(“Rezidor’s Annual Report”, 2008). To make development of the brands in these markets 
more efficient, Rezidor established regional developments offices in Moscow for Russia 
and CIS countries, in Dubai for Middle East and in Cape Town for African market. These 
offices are responsible for the further growth strategies of the firm in those regions; 
however the decisions need to be approved by the main Business Development Office in 
Brussels (Appendix). The Business Development Office in Brussels is mainly focused on 
European market, where the competition is quite higher than in other regions. Other 
regions than Europe are culturally different, thus regional business development offices 
enable Rezidor to be aware of these differences, and make the work of the firm more 
effective and appropriate in each region (Appendix).   

4.2.1. The Nordics & Rest of Western Europe 

Western Europe is the largest tourism market with five of world’s 10 most-visited 
countries and is the most diversified market in the world, in terms of hotel product 
(“Hotel market overview”, 2010). This region is distinguished from others with its stability 
in demand, economics and politics. All major international hotel brands are presented in 
Western Europe that makes it a mature market with fierce competition due to lack of 
available sites and relatively high prices (“Rezidor’s Annual Report”, 2008; Chhatwal, 
2007).The greatest challenge in the market is the difficulty to enter and expand due to the 
fierce competitive environment, however Rezidor already has strong presence in upscale 
segment of this market. The midmarket of this region misses the internationally well 
known brands that creates the opportunity for midscale brands expansion (Appendix). 

Another challenge in Western Europe is that some “lease countries” like Germany and 
Netherlands are not welcomed to management contracts. The banks do not allow using of 
this contract type in these countries due to its financial operation difficulties. Thus 
Rezidor’s expansion strategy in these countries is limited to use either leasing or 
franchising (Appendix). 

The Nordic Region is characterized by a high ratio of domestic demand and a large 
proportion of mid-market segment hotels. In contrast with Western Europe, high 
proportion of hotels operates under regional brands which are well recognizable in those 
countries, but virtually absent in rest of Europe (“Rezidor’s Annual Report”, 2008; “Hotel 
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Market Overview”, 2010). Nordics is a stable market, with high entry barriers due to high 
competition (Chhatwal, 2007).  

In spite of entry difficulties in Nordic and Western Europe, these regions are perceived as 
a home region for Rezidor, and are well-known markets for them. These regions are 
presented with developed countries and the biggest advantages of these regions are the 
great possibility of finding reliable and trustful partners and low business risks. Rezidor 
creates relationships with their developers and owners and uses them to expand in 
Western European and Nordic countries, where the entry and expansion is very difficult 
(Appendix). Another opportunity for Rezidor is in midscale market segment of both 
regions. Focus on mid-market penetration is the key driver for growth of Park Inn brand 
in primary cities, resorts and airports. Park Inn has a potential to become leading brand 
in midscale segment, which is already proven in UK, Ireland and Germany (“Fastest 
Growing”, 2010; “Rezidor’s Annual Report”, 2008; Appendix). Rezidor uses all three 
contract types in Nordic and Western European markets, with the strongest focus on 
management contract, however in some cases where management contracts are not 
allowed, Rezidor is forced to uses leasing and franchising with reliable partners 
(Appendix).   

4.2.2. Eastern Europe, Russia and CIS countries 
 

The Eastern Europe, Russia and CIS countries today is home to some of the most exciting 
and untapped hospitality markets in the world, which has in recent years buoyed by 
impressive economic growth. These markets experience development in all segments and 
contain opportunities to reap very strong investment returns. Especially, Russia and CIS 
countries are world’s fastest growing emerging travel markets, with considerable 
limitations of internationally recognizable brands in capital and provincial cities in 
upscale segment, as well as in midscale segment. Supply is growing in these markets, but 
because of high political and environmental barriers to entry and long construction 
timelines development of growth delays (“Fastest Growing”, 2010; “Hotel Market 
Overview” 2010) thus, supply is still unable to meet demand both in upscale and midscale 
segments (Appendix). Other challenges in this region are political instability, the lack of 
transparency (Chhatwal, 2008), government interference, difficulty to find the right 
partner and to manage franchisees (Appendix). Considering these difficulties, Rezidor 
tries to avoid financial commitments in this region and expands with management 
contracts. Hotels also can meet some operational difficulties in these markets. In some 
countries, it is difficult to find trained and experienced working staff; also, there is a big 
problem with supply of some materials in small countries. As the result, hotels have to 
put long time and investment in training programs and keep stocks (Appendix).  

Rezidor has tradition of pioneering into emerging markets at early stage and benefitting 
from first mover advantage. A good example of this is the firm’s leading position in Russia 
and CIS (“Rezidor’s Annual Report”, 2008). Radisson was the first international brand 
both in Russia and Ukraine, and currently Park Inn has already established its leading 
position in Russia and CIS countries with 3000 guest room across the region. Recently, 
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Russia and CIS has been hit hard by financial crises; however, Rezidor strongly believes in 
long-term potential of those countries. The firm maintains continuously their aggressive 
expansion strategy and for the future aims to the 60 key cities in the region with above 
500 00 populations and limited or no branded supply (“Rezidor in the world”, 2010; 
“Fastest Growing”, 2010). Rezidor expands in small countries of the region, which in some 
sense are small markets, however, growing tourism potential of that countries and first 
mover advantages in those countries made clear vision about the need of expansion. 
However, Rezidor enters with small scale in small countries, for instance in Georgia, 
Rezidor entered with two Radisson BLU hotel in 2009 and 20010 (Appendix). Rezidor uses 
management contract without financial commitment in this region, however in some 
strategic places of Russia, financial commitments in management contracts are subject to 
negotiation (Appendix). Besides management contracts, Rezidor uses occasionally 
franchising but just in the Eastern Europe part of the region (Chhatwal, 2008). 
 

4.2.3. The Middle East and Africa 
 
Middle East especially United Arab Emirates is described as one of the fastest growing 
tourism destinations in the world, with a growing number of visitors. It is characterized 
as a market where heavy oil-fueled investments are held in tourism infrastructure. The 
surging of local economics and the decline in political instability for the last decade made 
this market one of the most favorable markets for hospitality investments (“Rezidor in the 
world”, 2010; “Rezidor’s Annual Report”, 2008). In spite of these advantages, the 
development in this market is still risky, as it is loaded with upscale international brands 
and creates a risk of oversupply while the worldwide tourism market softens. However, 
the lack of midscale brands created opportunity for Rezidor to expand in this market with 
Park Inn brand through management contracts (Chhatwal, 2008). In strategic and 
megacities of the region Rezidor also expands with small and careful scales with their life 
style hotel brands Missoni and Regent (Appendix). 

Africa with its considerably untapped economical potential offers huge opportunities for 
expansion in the northeast and southwest parts of the continent. Most of the capital cities 
in Africa are lacking international hotel brands (“Rezidor in the world”, 2010). This 
market has a big potential to become new key market for Rezidor, since the firm is using 
first mover strategy and is the only international brand expanding across the region 
(Appendix). In 2009, Rezidor already had 23 upscale and midscale hotels in key major 
cities of the continent (“Rezidor’s Annual Report”, 2008). South Africa is a fast developing 
country, with huge tourism potential, the World Championship 2010 in football creates a 
huge opportunity for great revenue. Rezidor has doubled the speed of expansion in this 
market, even in some strategic cases they have used leasing contract type (Appendix). 
However, Africa is characterized as a politically instable region with high level of 
bureaucracy, corruption and government interference (Chhatwal, 2008). There is a big 
difficulty to find reliable partners and obtain long-term financing (Appendix). All these 
factors slow down the development process in Africa. 



P a g e  | 35 

Thuy Nguyen & Levan Asambadze, 2010 

 

Rezidor acknowledges that in these regions the risks from terrorism, social unrest, crime 
and weakness of local infrastructure are high and can create some threats to safety of 
hotel operations at certain times in certain locations. The partners and the owners are 
aware that in case these kinds of threats will present continuously, hotels can make some 
considerable changes and even stop the operations for certain time (“Politic Risks”, 2010). 
Considering the risks in the ME and African regions, Rezidor strictly uses just 
management contracts for expansion and leasing only on South Africa and United 
Arabian Emirates (Appendix). 

4.3. CONTRACT TYPES OFFERED BY REZIDOR 
 

4.3.1. Franchising 
 

Currently, Rezidor is using franchising under two brands Radisson BLU and Park Inn. 
Under franchising agreement, franchisees can benefit from the brand affiliation since 
Radisson BLU presently is the strongest up-scale brand in Europe while Park Inn is 
becoming more and more considered as favorable brand in mid-scale market. In addition, 
franchisees can also obtain further benefits from tapping into Rezidor’s marketing and 
purchasing networks which enable them to strengthen their business performance while 
acquiring greater operational control over their properties (“Eye on Franchise”, 2010). To 
Rezidor, franchising is a great tool in terms of rapid brand awareness associated to the 
least commitment and lowest exposed risks. However, franchising agreement generates 
the lowest revenue for Rezidor, often 5-6% of franchisee hotels’ revenue. Additionally, in 
terms of brand control, franchising obviously gives Rezidor the least control over its 
brands comparing to management contracts and leasing. Thus, to guarantee the quality 
of their brands, Rezidor has practiced “quality assurance inspections” twice a year, when 
Rezidor’s representative comes and checks the facilities and services in franchisees’ hotels 
(Appendix). 

Regardless of the fact that franchising seems to be favorable to their partners, Rezidor 
strategy is to keep the same franchising proportion over their business as it is now when 
they consider benefits and drawbacks of franchising. In 2009, franchising agreement 
accounted for 23% of Rezidor’s room in operation, 74 hotels and 13,700 rooms, mainly 
concentrated in Nordic and Western Europe regions (“Rezidor’s Annual Report”, 2009). 
Rezidor’s biggest partners in franchising network can be mentioned as Event Hotels, 
Grand City Hotels, Provent Hotels in Germany, Soko Hotels in Finland and Island Hotels 
in Malta under master franchise contracts in which Event Hotel is the master franchisee 
of 11 properties under Park Inn brand in Germany and Soko is the master franchisee of 
Radisson BLU with 7 properties in Finnish market (“Eye on franchise”, 2010; Appendix). 
Franchising has also played an important role in Rezidor’s aggressive expansion strategy 
to enter in “lease markets” like Germany and Netherland, where management contracts 
are not promising agreements to hotel owners and developers. Thus, franchising is the 
great tool for Rezidor to expand rapidly their mid-scale brand Park Inn in Nordic and 
Western European countries. However, Rezidor’s strategy is to use franchising in 
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secondary and tertiary places and only cooperate with qualified and reliable partners 
(Appendix). 

4.3.2. Management contract 
 

Management contracts are the most widely used contracts in Rezidor’s business, 
accounted for 50% of Rezidor’s room in operation at the end of 2009 (“Rezidor’s Annual 
Report”, 2009).  Under management contract, Rezidor operates hotels on behalf of the 
hotel owners in exchange for a package of fees including base fee, management fee, 
marketing fee which are based on hotel’s revenue and reservation fee through Rezidor’s 
website. Hotel owners are only responsible for financing hotel operation and benefit from 
the trades that Rezidor generates for them. In some cases, Rezidor is required to include 
performance guarantee in their management contracts in which Rezidor has to 
compensate for hotel owners in case hotel performances do not reach the guaranteed 
results (“Rezidor’s Annual Report”, 2009). In general, management contract has become 
the most favorable agreement both for hotel owners and Rezidor (Appendix). The same 
was stated by GM of Radisson BLU Iveria hotel: “Management contract is good for both 
parties; as far as you do better then you get a bigger investment return”. To hotel owners, 
they can benefit from Rezidor brand and high-quality managing services which guarantee 
good performance and sale for their hotels. To Rezidor, management contract is more 
preferred than leasing and franchising because it provides a balanced profile of low 
exposed risk, high brand control and high reward, which makes up to 10 - 12% of hotels’ 
revenue (“Rezidor’s Annual Report”, 2009; Appendix).  

Management contract is applied to Radisson BLU and Park Inn together with leasing and 
franchising agreement. With three other brands Regent, Hotel Missoni and Country Inn, 
management contract is the most favorable agreement in Rezidor’s strategy to expand in 
foreign markets. Besides, Rezidor only deploys management contract without committing 
any performance guarantee for operation in fast emerging markets like Eastern Europe, 
Middle East and Africa that have experienced strong growth in both supply and demand 
of hotel services (“Rezidor’s Annual Report”, 2009). However, in some countries, 
management contract is not considered as favorable choice to hotel owners and 
developers, as the result, in some Western Europe and Nordic countries, Rezidor has to 
use either franchising contract or management contract with performance guarantee to 
enter these markets. These performance guarantees have severely affected to Rezidor’s 
total management contract’s revenue, contributing to Rezidor’s negative EBITDA margin 
(“Rezidor’s Annual Report", 2009).  

Rezidor’s management contract is signed for a long term, which varies from 15-20 years or 
more. In case of any termination of management contract, hotel owners have to pay high 
penalty fee as agreed in the contracts (Appendix). In addition, to ensure fast pace growth 
Rezidor spends considerable time on analyzing their partners’ projects to evaluate 
whether it is feasible or not for hotel owners to support enough funding for new managed 
hotels in the first place. After successful hotel establishment on the basis of hotel owners’ 
funding, Rezidor themselves generate revenues and can work independently in terms of 
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financing input (Appendix). Rezidor’s strategy is to grow fast mainly with management 
contract without any financial commitment and to renegotiate expiring contracts into 
commitment free management contract (“Rezidor’s Annual Report”, 2009).  

4.3.3. Leasing 
 

At the end of 2009, leasing contract accounted for 27% of Rezidor’s room in operation. 
Rezidor leases a hotel building from a property owner, typically paying fixed rent and 
variable rent based on a percentage of total revenue generated by hotel operation. 
Rezidor carries total benefits as well as risks associated with operating leased hotels 
(“Rezidor’s Finacial Report”, 2007). In other words, Rezidor is entitled to all the trades 
and incomes generated from hotel operation after paying rent to property owner. The 
most remarkable and first leased hotel of Rezidor can be mentioned as the world’s first 
designed hotel - Radisson BLU Royal Hotel in Copenhagen, which has been leased back 
to operation since Rezidor divested of this property in 1997 (Appendix).  

Over the last five years, management and franchising contracts have considerably grown, 
made up to 73% of Rezidor’s total rooms in operation; however, leasing still outperforms 
franchising and management contracts in terms of generated revenue. In 2009, leasing 
hotels brought up 88% of total revenue. This means that Rezidor needs approximately 10 
to 15 hotels under management and franchising contracts to have the same revenue as in 
one leased hotel (“Rezidor’s Annual Report”, 2009). However, in associated with 
generating greatest revenue, leasing contract also exposes the highest risk since it 
requires much more financial commitment comparing to franchising and management 
contracts. In addition, leasing is very sensitive and volatile to economic fluctuations, 
leased hotels can generate good revenue in good times; however in the current economic 
downturn leasing hotels have severely affected to Rezidor business (“Rezidor’s Annual 
Report”, 2009; Appendix).  

Currently, Rezidor mostly uses leasing contract in mature markets with low volatility like 
in Nordic and Western European regions to lower risks (“Rezidor’s Annual Report, 2009). 
In line with their strategy, Rezidor limits the use of leasing contracts as much as possible. 
In 2009, they only signed 1 leasing contract and in the further future, Rezidor plans to use 
leasing contract only in the strategic primary locations (Appendix).  

4.3.4. Joint venture 
 

Rezidor signed joint venture with the Missoni Fashion House family in late 2005 to 
develop Missoni brand in the “new luxury” segment in selected style-conscious megacities 
(“Rezidor’s Annual Report”, 2007). Up to 2005, Missoni Fashion House had faced many 
challenges in their business; Rezidor on the other hand saw the opportunity to create a 
breakthrough in luxury segment in order to compete with its competitors by cooperating 
with Missoni Fashion House. Under this joint venture, Rezidor is responsible for 
operating hotels whereas Missoni Fashion House is in charge of designing hotels to create 
Hotel Missoni as the unique symbol for luxury lifestyle hotel (Appendix). The first Hotel 
Missoni was opened in Edinburgh in June 2009. At the moment, Rezidor is preparing for 
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launching new Hotel Missoni in Kuwait, Oman and Cape Town within the next two years. 
The hotels under Hotel Missoni brand are only operated under management contract and 
leasing as agreed in the joint venture (“Rezidor’s Annual Report”, 2009). 

4.4. MIXED BUSINESS MODEL OF REZIDOR 
 

 

One of Rezidor greatest competitive advantages can be mentioned as their flexible and 
mixed business model. Rezidor offers three different basic contract types as franchising, 
management and leasing contracts. This mixed model has enabled Rezidor to outperform 
their competitors who mainly operate franchise contracts. To Rezidor’s concern, the 
cultural difference has great affects to the preference of hotel owners toward the choice of 
contract types, for example leasing and franchising are common with Nordic markets 
while management contract are the most favorable among owners in Eastern Europe, 
Middle East and Africa. With their mixed business model, Rezidor is able to satisfy needs 
and demands of every property owner. Besides, mixed business model also enables 
Rezidor to achieve different goals for different brands (“Rezidor’s Financial Report”, 2007; 
Appendix).   

Together with mixed business model, Rezidor is also famous as the pioneer in adopting 
asset light strategy with the spirit “Light on assets, heavy on innovation and initiatives” 
(“Rezidor’s Annual Report”, 2008, p.12). In 1997, Rezidor had a significant change in their 
business model – adopted asset light strategy, through which Rezidor divested completely 
of their real estate including 6 properties, altering their focus on hotel managing business 
without owning any property asset (“Rezidor’s Annual Report”, 2008, Appendix). 
Particularly, they started to focus on managing people and intangible assets like brands 
by implemented the mixed business model. Rezidor has set their vision to be the key 
player in every market. In order to fulfill their global vision, Rezidor uses asset light 
strategy which enables them to acquire rapid growth, economy of scale and international 
brand recognition. On the other hand, Rezidor invests in development projects of some 
hotels if there are good chances for remarkable rewards, later, in line with asset light 
strategy Rezidor divests of the real estate right after the hotels become mature (“Rezidor’s 
Annual Report”, 2009). 

Over the last five years, Rezidor has implemented a gradual shift toward business model 
in line with asset-light strategy. This long-term gradual shift involves minimizing 
“committed contracts” like leasing and management contracts with performance 
guarantee, while still achieving rapid expansion primarily by non-committed 
management contracts to leverage revenue and hedge against volatility. Consequently, 
this leads to the urge to acquire even more rapid expansion of their brands under 
management and franchising contracts since it requires at least 10 hotels under 
franchising and management contracts to acquire the same revenue as from one leased 
hotel (“Rezidor’s Annual Report”, 2008; Appendix).   
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CHAPTER 5: ANALYSIS 
 

In this section, analyses of empirical findings as well as authors’ personal opinions are 
presented to clarify the link between theories in literature review and observed pattern 
derived from empirical research. Moreover, we also present some discoveries found in our 
empirical research which we considered as gaps between theories and reality. 

5.1.  FACTORS INFLUENCING REZIDOR’S FOREIGN EXPANSION DECISION 

5.1.1. External factors 
 

Political and Economic Factors 

When firms decide to enter foreign markets they have to consider political and economic 
conditions of the host country. According to studies of Rodriguez (2002) Quer et al (2007) 
and Contractor & Kundu (1998), political and economic risks in the market creates some 
uncertainty and may cause additional costs for firms, thus firms try to enter these 
markets with less commitments to be flexible with risky environment. Moreover 
Rodriguez (2002) suggested that in these kinds of countries the best option to enter 
would be franchise agreement. In addition to this view, according to resource dependency 
theory, firms try to use local partners in politically and economically unstable countries to 
share the risks with them. 

Rezidor operates in Russia, CIS countries, Middle East and African markets, which are full 
of unstable countries, where the political and economic risks are considerably high. Thus, 
political and economic risks in countries do not play significant role in Rezidor’s 
decisions when choosing a particular market. However they affect the type of operations 
in that market. Considering the terrorism and safety risk in some countries, Rezidor 
reserves the right to stop operations. In order to decrease the danger and to balance the 
risks, Rezidor at the first stage of expansion enters these kinds of markets with small scale 
and avoids great commitments. This can be directly related to studies of Rodriguez 
(2002), Quer et al. (2007) and Contractor and Kundu (1998), since Rezidor uses 
management contracts in such countries without financial input. Thus, in Rezidor case 
the political and economic risks in the market do not affect the market selection decision, 
but do affect on entry scale and entry mode choice decision. Thus we believe that, risk 
accompanies opportunity, and it is not the matter whether to enter or not, it is the matter 
how to enter in order to exploit opportunity as well as to balance risks and rewards. 

In unstable countries, Rezidor’s strategy contradicts with Rodriguez’s (2002) assumption 
that franchising is the most favorable entry mode in unstable countries. Rezidor does not 
use franchising in these kinds of countries. What is the reason behind this contradiction? 
According to Rezidor’s Chief Development Officer, it is quite difficult to find reliable 
partners in unstable counties, and it is difficult to manage franchising in risky regions. Of 
course this is related with the risks of brand reputation and service quality damage. Thus, 
in order to avoid the problems with service quality and brand reputation damage Rezidor 
uses management contracts in countries where the difficulty of availability of reliable 
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franchisees is the case. On the other hand, Rezidor uses franchising mostly in Western 
Europe and Nordic countries, where the availability of qualified partners is one of the 
biggest advantages of the region. Thus, it is obvious that the availability of reliable and 
trustful partners can be seen as one of the significant factors that influence the decision 
when choosing entry mode in foreign markets. 

Psychic distance 

There are controversial discussions regarding the influence of psychic distance between 
host and home countries on foreign market entry decision. On one hand, internalization 
theory and contingency approach argue that less-capital intensive entry modes are 
preferred in culturally different host countries, in order to be flexible with unknown 
environment and to avoid additional costs related to market knowledge acquisition in 
unknown countries. The same is argued in a resource based view, firms use contractual 
agreements rather than capital intensive entry modes in order to delegate culturally 
sensible task to local partners and to acquire specific market knowledge. On the other 
hand, Rodriguez (2002) found out in his research that hotel firms, especially Spanish 
hotels, are afraid of opportunism from indigenous partners and use equity entry modes 
when entering psychically far countries. 

Obviously, physic distance of foreign countries affected the market choice of Rezidor 
Hotel Froup, as it was stated by one of the coordinators of business development center 
of the firm “Russia & CIS countries and MEA are culturally different regions from Europe 
that’s why we establish our business development subsidiaries in each region” 
(Appendix).  Rezidor chooses to operate in physically far regions; however, to overcome 
cultural differences, they use Moscow, Dubai, and Cape Town business development 
subsidiaries and delegate culturally sensible tasks to them such as selecting appropriate 
markets in these regions. When it comes to influence of cultural factor on market entry 
decisions, Rezidor’s case can be directly linked with internalization theory, a resource 
based view and contingency approach, since Rezidor uses mostly management contracts 
in MEA region, which enables them to use indigenous partners for operation in those 
markets and avoid any financial commitments. Whereas in Europe which is home region 
of Rezidor, they afford to use leasing contracts which requires more financial inputs than 
management contract. However, the case of Rezidor also can be linked with the findings 
of Rodriguez (2002). Franchising is less capital intensive entry mode than management 
contract; however it is not used by Rezidor in psychically far markets in order to avoid the 
brand reputation damaging problems from local partners. However, franchising is 
common entry mode with reliable and culturally close partners for Rezidor in Europe.  

Size and tourism potential of the market 
 

Chen & Hu (2001) argued that in bigger markets the fixed setup costs can be lowered and 
spread across the markets, thus firms tend to use equity entry modes in big markets and 
non-equity entry modes in small markets. In contrast to Chen & Hu (2001), Quer et al. 
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(2007) argued that for hotel firms tourism potential of the country is more important 
factor than the size of the market. 

Rezidor is operating in both big and small markets, and it is hard to determine how the 
size of the market influences the choice of market decision. Moreover, the contract types 
used by Rezidor are non-equity entry modes in all size of markets; thus, in contrast to 
Chen & Hu’s (2001) argument, the size of host country’s market does not influence on 
Rezidor’s decision regarding the choice of markets and entry modes. However, 
assumption of Quer et al. (2007) about the tourism potential of the countries can be 
related to expansion decision of Rezidor. In South Africa, UAE and CIS countries, where 
tourism attractiveness has grown dramatically for recent years, Rezidor uses large entry 
scales. Even more, in South Africa, where a big number of tourists are expected due to the 
World Championship in football, and in UAE where the highest investments are put in 
tourist infrastructure, Rezidor uses leasing management contracts as entry modes. We 
can state that in high touristic places, in some strategic cases Rezidor commits more with 
leasing agreements. 

5.1.2. Internal factors 
 

International experience of the firm 

As can be seen from our critical literature review, transaction cost economy and 
traditional views like Johanson & Vahlne (1997) and Erramilli (1991) suggests that 
experienced international firms need less help from foreign partners and tend to use 
equity entry modes in foreign markets. In contrast to traditional view, Rodriguez (2002) 
and Chen & Hu (2001) argued that in hotel industry, internationally experienced firms 
have better skills at evaluating the partners, and are common to use non-equity entry 
modes.  

Rezidor has become an international firm since 1994, and possesses huge experience in 
international operations. The statement of General Manager of Radisson BLU Iveria 
Tbilisi “we know this market well and we will definitely expand in neighbor countries soon” 
(Appendix) proves that Rezidor uses its international experience and knowledge to 
expand in new markets. The findings of Rodriguez (2002) and Chen & Hu (2001) can be 
directly related to Rezidor’s strategy of Park Inn brand expansion, which involves the use 
of already existing partners to sign new franchising and management contracts. 

Global vision of the firm 

According to Rodriguez (2002), long term global strategy and international vision of firms 
influence the choice of entry modes in foreign markets. This is again proved by Rezidor 
case. From 1997, Rezidor changed their vision to be purely managing firm, without any 
property owning, and aimed to be presented globally to achieve economy of scales. With 
this strategy Rezidor divested of their owned properties, and currently they are using just 
non equity entry modes for their rapid expansion. 
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Size of the firm 

According to Rodriguez (2002) and Quer et al. (2007), when expanding internationally, 
size of the firm as well as the availability of managerial and financial resources increases. 
Thus, big firms tend to use equity entry modes in foreign markets. However this is not 
the case with Rezidor, which is a big firm, operating 389 hotels in 62 countries. Rezidor 
case can be linked with Contractor and Kundu’s (1998) finding, since Rezidor as a big 
hotel group uses their scale and resources to create franchising and management contract 
network. This network enables Rezidor to obtain economy of scale and brand recognition 
in international market.  

Brand Image 

Apart from the factors which we provided in literature review, we discovered in our 
empirical findings that brand image is one of the most significant factors that influence 
the choice of entry modes. As we have stated in empirical findings, Rezidor is using 
different brands for different market segments.  Rezidor uses different entry mode 
strategy for different brands; for luxury brands like Missoni and Regent, Rezidor uses just 
management and leasing contract, and declaims to use franchising in order to guarantee 
the quality and reputation of the luxury brands. However, for midscale brand Park Inn 
expansion, Rezidor uses franchising since the midscale brand is less sensible to brand 
reputation damage than luxury brands. Thus, we conclude that the brand image plays 
significant role when choosing entry mode. The more sensible to reputation damage 
brand is, the more controlled and committed entry mode will be used and vice versa. 

5.2. FOREIGN MARKET CHOICE OF REZIDOR 
 

As it is stated in our literature review, according to Hill (2007), Kumar & Subramaniam 
(1971) choice of markets depends on the attractiveness and long run potential of markets.  
According to Dunning (2001) foreign markets have their locational advantages which are 
attached to the specific location and are the opportunities for foreign firms. Rezidor’s 
choice of markets can be explained, by above theories, where the specific tourism 
potential of the places like Western Europe, UAE, some CIS countries plays significant 
role in market selection decision. These regions have their specific advantages, like 
number of visitors in the countries and high demands on hotels in particular market 
segment, which are exploited by Rezidor. 

Rezidor intensively operates in Russia & CIS, Africa and Middle East, where the biggest 
opportunities are untapped locations, and growing number of visitors in the countries, 
however the political, economical and safety risks are high as well in these markets. 
According to Hill (2007), attractiveness of the market depends on balancing of risks and 
advantages in the market; the same is done by Rezidor, which balances above mentioned 
risks and advantages of those locations, by entry modes used in those markets. Thus 
Rezidor chooses attractive but risky locations, and uses there management contracts, 
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which allows them to benefit from the specific advantages of location, while minimizes 
the risk as much as possible. 

Hill (2007) also stated that, indigenous competition and the nature of offered product in 
the countries plays significant role when choosing markets. The same can be derived from 
Razidor case. Rezidor applies first mover advantages in Russia CIS and African market, 
where international brands are mostly absent. These can be the most concrete reason of 
such a great expansion focus in those regions. Hill (2007) also emphasized importance of 
uniqueness of the product offered in foreign markets; this is explicitly seen in Rezidor 
case as well. First mover advantages enable Rezidor to provide the service which is unique 
in new and untapped markets, even the GM of Iveria Tbilisi hotel in Georgia stated “We 
are the ones in the market who has the biggest capacity of service and conference rooms, 
and we do not feel the pressure from market competitors.” 

5.3. ENTRY MODE CHOICE OF REZIDOR 
 

Regarding the international expansion, Grönroos (1999) argued that to service firms this 
strategy is more risky than to manufacturing firms since service firms immediately face 
operational problems right after entering in the markets. Thus, it requires service firms to 
have well-constructed strategy to expand in foreign markets. Elekedo (1998) while 
classified service into soft and hard services, indicated four typical entry modes that often 
be used in soft service firms. These four typical entry modes includes two non-equity 
entry modes as franchising and management contract as well as equity entry mode as 
joint venture and sole ownership. According to Ekeledo & Sivakumar (2003), the choice of 
entry mode will be cautiously considered to fit well with firm’s resources and external 
opportunities.  

Up to now, Rezidor can be described as the fastest growing hotel firm in Europe. In our 
opinion, the main reason for this growth is their smart choice regarding entry modes. 
Rezidor is applying three distinct entry modes – contract types as they are called – in 
their expansion strategy. They are franchising, management and leasing contracts. 
Rezidor proudly claims that the model using these three entry modes enables them to 
outperform their competitors and highly satisfy their partner’s demands and preferences. 
We believe that the success of Rezidor in rapid expansion comes from their flexible 
strategy, which are smartly deployed to make the best of Rezidor resources and external 
opportunities. Other than four entry modes that are mentioned in Elekedo (1998)’s work, 
leasing is rarely considered as an entry mode to international firms. However, Rezidor has 
wisely used leasing to substitute for wholly owned subsidiary to acquire highest control 
and make the most revenue from leased hotels while reducing the investment required 
for properties. Franchising and management contracts require less commitment, thus, 
they become more appropriate for Rezidor to acquire rapid growth. On the other hand, 
different regions with their unique characteristics offer diversified opportunities; with 
three entry modes, the possibility to catch these opportunities is considerably increased. 
In our opinion, Rezidor’s harmonious entry mode choices, which are in line with internal 
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resources and external opportunities, make international expansion rapid and less risky 
than Grönroos (1999) argued.   

It is common to think that hotel industry is among the most capital intensive industries 
since it requires great investment for properties as well as for human and financial 
resources for hotel operations. Thus, it is hard for hotel firms to expand rapidly. However, 
with the nature as international industry, the main vision for hotel firms besides highest 
profit is to be international recognized. However, rapid expansion also accompanies with 
greater risks, it seems like a paradox to speed up expansion while minimizing risks. To 
our surprise, in Rezidor’s case it is possible for hotel firm to solve this paradox. The 
flexible strategy like mixed business model that Rezidor is deploying is certainly the key 
to lower risks while achieve higher expansion and profit.  

Franchising 

According to Root (1994, p. 110) franchising is the favorable entry mode among firms since 
it provides rapid expansion with low commitment and low risks. Franchisor is also able to 
acquire international recognition that benefits from the presence of its brand under 
franchisees’ hotels. Hill (2007) emphasized the greatest strength of franchising is that 
firms can build international presence with franchising within a relatively short time. 
However, franchising meets some limitations in terms of brand control and revenue, 
which are relatively low comparing to other entry modes (Root, 1994, p.110).  

Rezidor’s mid-scale brand Park Inn has dramatically expanded rapidly with more than 100 
hotels within 5 years, mainly by franchising. In particular, Event Hotels is Rezidor’s 
master franchisees of Park Inn with 11 hotels in Germany. It can be clearly seen that 
Rezidor has successfully applied franchising to acquire rapidly brand recognition for their 
mid-scale brand, which is still in need to expand more rapidly and internationally. Master 
franchising is considerably beneficial to Rezidor in terms of greater rapid expansion as 
well as more reliable partners. However, in response to the drawbacks of franchising in 
terms of revenues and brand controls, Rezidor has stopped providing franchising to 
Radisson BLU – their upscale brand. Currently, they only offer franchising under Park Inn 
brand in tertiary and secondary place. Obviously, Radisson BLU has achieved their 
international recognition, with more than 200 hotels in EMEA, thus the quality is 
considered more important than rapid expansion. Besides, franchising contracts only 
provides 5-6% of franchisee hotels’ revenue, which is subject to change in accordance 
with franchisee’s performance. We believe that while Rezidor compares the revenue and 
rapid growth benefit from franchising with the risk of deteriorating quality, it is a wise 
choice for them to restrict the use of franchising to mid-scale brand, of which quality is 
less sensitive than in upscale brand.  

Management contract and joint venture 

According to Eyster (1988), management contract is the most popular entry mode among 
hotel firms. Under management contracts, hotel operators run hotel business on behalf of 
hotel owners to receive management fees. Welch et al. (2007) argued that under pure 
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management contract, contractors’ activities are put under the owner’s financial pressure, 
this can make management contract less interested to contractors. However, 
management contract can be integrated with other entry modes like joint venture and 
become more favorable entry mode to both parties.    

Currently, Rezidor mainly focuses on operating under management contracts, which 
already accounted 50% of total rooms in operation. Rezidor operates hotel on behalf on 
hotel owners, in return Rezidor can obtain up to 10-12% of hotels’ revenues. Obviously, 
both parties benefit from management contract. Hotel owners are satisfied by the 
revenue that the professional managing services of Rezidor bring up. From Rezidor’s 
perspectives, the more revenue they make from managed hotels’ operation, the more 
revenue they can acquire.  In addition, Rezidor can highly control their brands’ quality 
under managed hotels. As a result, contrary to Welch et al. (2007)’s opinion, management 
contract is recognized as the most favorable contracts to Rezidor. However, in some 
cases, hotel owners might require performance guarantee, which can create a financial 
pressure to Rezidor. Regardless of the fact that management contract with performance 
guarantee requires more commitment from Rezidor, we can argue that this kind of 
management contract is still pure management contract because it still separates the 
ownership with the operators. At the moment, Rezidor also employs combined 
management contract and joint venture with Missoni Fashion House to develop Hotel 
Missoni brand, where Rezidor is responsible for operating the hotels. This joint venture 
enables Rezidor to acquire new luxury lifestyle brand as well as greater revenue from 
Hotel Missoni operation. The benefits from the combination between management 
contract and joint venture are obviously greater than in the pure management contract. 
Again, with three different kinds of management contracts, Rezidor’s strategy has proved 
its flexibility and effectiveness toward a wide range of opportunities.   

Leasing  

Koh & Jang (2009) defined leasing as the case in which hotel firms lease buildings or land 
to operate their hotels, as the result, leasing allows firms to expand with lower costs and 
risks. Besides, there is a strategy called “sales and lease back”, when hotel firms divest 
their properties to other parties and later lease them back to operate. This strategy gives 
hotel firms an external funding to invest in hotel service (Koh & Jang, 2009).  

Before adopting asset light strategy in 1997, Rezidor owned 6 properties including 
Radisson Royal hotel in Copenhagen, which after divesting was leased back for operation. 
Obviously, “sales and lease back” strategy enabled Rezidor to attain funding for their 
rapid expansion through franchising, management and leasing contracts. Leasing 
generates more revenues than management contract and franchising; however, the risk 
and commitment required for leasing is only lower than these of wholly owned 
subsidiary. Since “sale and lease back” strategy requires great financial commitment that 
is in conflict with asset light strategy, Rezidor does not apply this strategy any longer. 
Furthermore, we can argue that the further plan to minimize the use of leasing in 
Rezidor’s expansion strategy is critically inevitable since it is hard to acquire rapid growth 
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with leasing. Additionally, with high volatility to the current global recession, the lower 
performance in leased hotels affects much more negatively to Rezidor business than low 
performance in managed and franchised hotels.  

5.4. IMPLEMENTATION PROBLEMS AND MIXED BUSINESS MODEL  

5.4.1. Franchising 
 

Under franchising contract, quality control can be considered as the most critical 
problem to hotel firms. Michael (2000) argued that franchising can yield lower quality 
since franchisees have no motivation to maintain the brand quality due to their 
perception that customer expectation is the same in every hotel under the same brand. 
Thus, it requires franchisors to have tight control over franchisee’s operation.  

Rezidor used to offer franchising contracts with two brands Radisson BLU and Park Inn, 
however, currently, they only offer franchising with their mid-scale brand Park Inn. We 
believe that Rezidor considers the degrading quality problem in franchising is serious 
problem since they are not offering franchising to Radisson BLU anymore. Obviously, 
Rezidor has more to lose with Radisson – their upscale brand, of which quality is more 
critically sensitive and important than in mid-scale brand. Besides, to guarantee their 
quality in franchising network, Rezidor runs the “quality assurance inspection” twice a 
year to check the quality in the franchisees’ hotels. However, due to the fact that Rezidor 
only offers franchising of its mid-scale brand with qualified partner in tertiary and 
secondary places, we think that probably “quality assurance inspection” is still not good 
enough to solve the quality problem in franchising.  

5.4.2. Management contract 
 

Contractor & Kundu (1998) and Welch et al. (2007) argued that management contracts 
can create two problems. First, the limitation in financial support from hotel owners can 
limit hotel operation. Second, owners can acquire tacit expertise from contractors to 
further operate the hotels by themselves. 

In fact, both problems mentioned above are not the greatest concerns of Rezidor. Firstly, 
Rezidor put considerable time to evaluate their partners, to guarantee that the hotel 
projects are feasible. Besides, hotel owners are mainly responsible for financing support 
until hotels are opened. Later on, when hotels are going to operation, they can generate 
revenue and work independently from owner in terms of financing. With wise choice of 
partner and their ability to work independently on the basis of generated revenue, the 
limitation in finance support is certainly not a serious problem to Rezidor. On the other 
hand, management contract are long term contract – up to 20 years and the penalty to 
terminate contract are pretty high. Thus, the risk to have potential competitors in 
management contract is also very small. However, management contract meets other 
problems. In some countries management contract is not welcomed. Additionally, in 
committed management contract, guarantee performance can lead to the loss if hotel 
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performances are not as good as defined in the contracts. Once again, we think that the 
flexible mixed business model is the answer to these problems. 

5.4.3. Operation mode switches by Rezidor  
 

Welch et al. (2007) argued that entry mode can be linked with the entry situation, 
however in longer term, entry mode should be considered as operation mode. Operation 
mode switch is applied to adapt to new circumstances. Externalization involves switches 
from capital intensive to less capital intensive mode, in which international firms sell 
their share to other partners but still collaborate on the basic of contractual agreements. 
Internalization is on the contrary direction, when a firm buys shares to acquire sole 
venture (Welch et al., 2007). 

In 1997, Rezidor divested of their properties, turned their hotels into leased hotel. Thus, 
this can be considered as the greatest move of Rezidor, using externalization as the 
impetus and turning point to achieve their new vision - rapid expansion and international 
recognition. Basically, we believe that internalization, acquiring sole venture, is absolutely 
in conflict with the goal to acquire rapid expansion. Currently, Rezidor only focuses on 
externalization in their strategy, trying their best to operate with low commitment as 
much as possible.  The operation mode switches can also be seen in Rezidor’s efforts to 
decrease leased hotels by renegotiating with property’s owner. These renegotiations are to 
persuade property’s owners to switch from leasing contract to hotel management 
contract and from committed management contract to non committed management 
contract. Apparently, the operation mode switches – or gradual shift as Rezidor claims – 
are optimized solutions to adapt with the current difficult situation of not only hotel 
industry but also the global economy.  

We believe that every firm, every industry, especially service providers, should thoroughly 
be aware that changes are around, they are inevitable. Changes can create problems, but 
at the same time they also promise great opportunities. The more flexible firms’ strategies 
are to adapt these changes, the more thriving their business will be.  

"Stay committed to your decisions, but stay flexible in your approach". - Tom Robbins 
quotes (American novelist. b.1936) 
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CHAPTER 6: CONCLUSION AND DISCUSSION 

6.1. Conclusion 
 

This thesis is dedicated to develop better understanding of foreign market selection and 
entry mode choice of hotel firms. After comprehensive investigation of existing literature 
on the topic, we developed the following research question: 

 How is Rezidor Hotel Group reasoning their expansion strategy regarding foreign market 
and entry mode choice to sustain their growth? 

Our case firm is Rezidor, currently they are one of the fastest growing hotel firms in the 
world. While trying to find answers for our research question, we have found many 
interesting findings regarding Rezidor’s expansion strategy, which to our belief is an 
outstanding and comprehensive strategy. 

First and foremost, we have found that Rezidor’s expansion strategy is reasoning based on 
the harmonious combination between their far-sighted vision and their flexible approach. 
Rezidor’s vision is to achieve international recognition and rapid expansion. These two 
goals influence each other. International recognition not only helps to attract customers, 
but also makes it easier to create relationship with partners in foreign markets. Thus, 
international recognition can be the main precious competitive advantage to achieve 
rapid expansion. On the other way around, rapid expansion enables international 
recognition. By rationally merging these two goals into their vision, Rezidor creates a 
solid base to expand their businesses in foreign markets. In line with above stated vision, 
Rezidor’s approach, which includes asset light strategy, mixed business model, has been 
effectively flexible toward their internal resources as well as distinct external 
opportunities and challenges in foreign markets.  

The second conclusion that we have drawn from Rezidor expansion case is that their 
greatest concern is to evaluate and balance between opportunities and challenges of 
specific regions on the basis of multi-factors such as political and economic stability, 
cultural differences, truism potential. According to Rezidor, each region possesses 
different profile of opportunities, which can be characterized as the first mover 
advantages, demand for hotel services, international recognition as well as challenges, 
like fierce competition and high political risks. Thus, in line with their vision, Rezidor has 
not abandoned any region; instead, they wisely expand in every region with flexible 
approaches. The flexibility can be seen in Rezidor’s application of three entry modes – 
leasing, franchising and management contract to pragmatically respond to the 
opportunities and challenges in each market.  

Last but not the least, we have found the reason why Rezidor has deployed mixed 
business model and gradual shift in their expansion strategy. As Rezidor acknowledged 
that each entry mode has its own advantages as well as drawbacks, it is critical to solve 
problems regarding each entry mode by using these three entry modes to complement 
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each other to fully achieve targeted goal. In particular, regardless of the fact that 
management contract is the most favorable entry mode in terms of return and control, 
Rezidor still encounters difficulty of using management contract to expand in some 
markets. Leasing while enabling Rezidor to acquire highest returns also requires the 
highest investment and is very volatile to market fluctuations. Regarding franchising, 
even though it helps Rezidor to expand rapidly in foreign markets, the quality problem in 
franchising seems to be one of the unsolved serious problems that Rezidor cannot ignore. 
Thus, each of them cannot stay alone, in line with Rezidor’s vision, it is crucial to merge 
these three entry modes into expansion strategy to make the most of them. 

In this case study, we did find interesting information that showed the gaps between 
theories and reality. Firstly, leasing is considered as one important type of entry mode to 
hotel firms while joint venture is not. Instead, joint venture has been used only to 
complement management contract to achieve higher control and return. Besides, the 
problems regarding management contract are dissimilar from what we mentioned in 
theoretical framework, hotel firms consider the financial risks related to management 
contract with performance guarantees as more serious problem than the potential 
creation of competitors. However, in our opinion, the biggest discovery for us was two 
additional factors that influenced Rezidor’s expansion decisions, which are the availability 
of reliable partners in foreign markets and brand image of hotels. In particular, the 
availability of reliable partner has great influence on Rezidor choice of entry mode. Brand 
image, on the other hand, affects Rezidor’s expansion strategy both in terms of market 
choice and entry mode, which can be clearly seen in Rezidor’s different strategies toward 
brands in different market segments.  

To sum up, we believe that Rezidor expansion strategy is well-designed with the far-
sighted vision and flexible approach to response to different situations in foreign markets. 
Thus, to our belief, “rapid and safe” foreign expansion is no longer a paradox, which is 
impossible to achieve, instead it has been in the reach of Rezidor.    

6.2. Recommendation 
I 

In our opinion, in near future Rezidor can face some problems regarding competing with 
competitors in emerging markets. Currently, Rezidor’s main strategy is to rely on first 
mover advantages when expanding in emerging markets. However, we think that first 
mover advantages cannot be seen as a long run competitive advantage, since emerging 
markets have great potential to be full-loaded by international hotel brands and become 
mature in near future. Additionally, Rezidor does not apply their business mix model in 
emerging markets directly; instead they offer mainly management contracts to hotel 
owners and developers. Inflexibility of offered contracts in emerging markets can 
decrease Rezidor’s level of competitiveness against other key players in emerging 
markets. Thus, we think that Rezidor has to develop new strategy to acquire new 
competitive advantages in emerging markets, moreover they have to diversify their entry 
modes in those markets in order 1) to be more competitive against competitors, and 2) to 
be more flexible and favorable for hotel owners and developers. 
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6.3. Limitation 
 

Internationalization is a broad topic, with many different processes and perspectives; 
however, the scope of this thesis covers just one important part, foreign market choice 
and entry modes due to the limitations in time. Therefore, this paper cannot explain 
explicitly the whole concept of internationalization process of firms. Moreover, this thesis 
is conducted about the hotel firm, and the result is appropriate just for hotel industry. In 
addition, this research is carried out from one firm case study, thus it cannot be 
generalized for all companies in this industry.  

6.4. Propositions for further research 
 

This study can be further developed in order for it to be more valuable and representative 
than it is now. In particular, this study provides the conclusion about quality control 
problem in franchisees, but do not present valuable solutions to this problem. Besides, 
some countries like Germany and Netherlands do not welcome management contracts in 
their markets. Thus, we believe that detailed study of quality problems in franchisees and 
barriers to management contracts in some countries might be a good topic for further 
research.  In addition, the main objective of this study was to show the rapid expansion of 
international hotel groups, thus control mechanisms of international hotel subsidiaries 
can be an interesting topic for further study. 
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APPENDIX  
 

The following section provides preliminary questions for phone interview to Headquarter 
Rezidor. We interviewed Valerie Schuermans, the coordinator of Rezidor’s business 
development department in Brussels.  

 
PHONE BASED BASED INTERVIEW QUESTIONS 

Market choice and contract type choice:  When it comes to market selection and contract 
type choice decision, firm considers different factors to make appropriate decision. Thus, 
we would like to put some questions about how these factors influence Rezidor choice of 
market and contract types. 

1. According to our preliminary research, Rezidor operates hotels in Europe, Africa, 

Middle East, Russia and CIS markets. Could you please tell us what can be seen as 

opportunities and challenges for your hotel group in those different regions? In your 

opinion, how could these challenges be handled?  

2. As we found out in our theoretical research, the following external factors can 

influence the choice of market and contract types for hotel group: 1) market size and 

level of development of the country 2) tourism potential 3) culture differences 

between home country and host countries and 4) competition in the market.  

In your hotel group case, please tell us how these factors influence the market choice 

and contract type choice of your hotel group when expanding international? Please 

tell us if there are other external factors that influence your expansion decision? 

3. According to our theoretical research, the following internal factors can influence the 

choice of contract type: 1) financial resources and firm size, 2) global vision and 

internal experience of your firm. Please tell us in your opinion do these factors 

influence to your company’s decision regarding selecting the contract types?  

4. As we have read in your firm report, your hotel group has different favorable contract 

types in different regions. Please tell us how are you reasoning this strategy? 

5. Could you please tell us if your hotel group uses different strategies for different brand 

regarding the choice of market and contract types?  If yes, please give us example of 

different expansion strategies for your different brands? 

According to our study, the most common used contract types when expanding in foreign 

market are franchising, management contract and leasing.  Thus, we would like to put 

some questions regarding franchising, hotel management contract and leasing.  



P a g e  | 56 

Thuy Nguyen & Levan Asambadze, 2010 

 

6. Please tell us in your opinion what are the advantages and disadvantages of each 

contract type that are used by your hotel group?  

Franchising 

7. As we have seen in the past researches, franchising generates less revenue comparing 

to other contract types like leasing and hotel management contract. Could you please 

tell us why does your firm still use franchising in its expansion strategy?  

8. As mentioned in Rezidor magazine, Soko is master franchisee of Rezidor in Finland. 

Could you please tell us why your company uses master franchising contract and is 

this the case just in Finnish market? Why?  

9. In many hotel groups, the quality of the franchisees performance seems to be a big 

problem. Please give us your opinion if quality control problem is the case in your 

hotel group and what mechanism does your company use to control the quality in 

franchised hotels? 

Management contract 

10. As written in past researches, sometimes hotel operators experience financial recourse 

limitation from hotel owner in management contracts. Please give us your opinion if 

this was the case in Rezidor and how can it affect hotel group performance as an 

operator?  

11. In some cases the partners in management contracts can acquire the tacit knowledge 

of hotel groups, thus partners can become the potential competitors of the hotel 

group. Have you experienced this and where? 

 

Leasing 

 

12. According to our theoretical research, “sale and lease back” of properties is common 

strategy in hotel business. Please tell us if your hotel group uses this strategy and how 

does your hotel group benefit from this?  

13. We found out from Rezidor reports that in most cases leasing contracts are used in 

European countries. Please give us your opinion why is leasing preferred in those 

markets and not in the others? 

14. In one of Rezidor magazines, it stated that your hotel group is in joint venture with 

Missoni Fashion House. Could you please tell us what kind of benefits does Rezidor 

get from joint venture comparing to other contract types? Please tell us if your firm 

integrates joint ventures with other contract types and why?  
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Business model change:  
 

15. In your annual report it is mentioned that Rezidor is applying business model change. 

As it is stated there, Rezidor is using “asset light” strategy in business model change. 

Could you please tell us what does the ‘asset light’ strategy involve and please clarify 

how are you reasoning the use of this strategy?  

PHONE BASED INTERVIEW QUESTIONS 

In this part we provide the phone based interview questions for Rezidor’s managed hotel -
Radisson BLU Tbilisi hotel GM – Mr. Turhan Atarkan. 

1. Please tell us how do you reason the choice of Georgian market for your hotel 

operation and in your opinion, what can be opportunities for your hotel in 

Georgian market?  

2. In your opinion, what can be the challenges for your hotel in Georgian market and 

what is your strategy to overcome those challenges? 

3. Please tell us which party was the initiator of choosing management contract as 

operation mode between hotel owner and Rezidor and why is this contract type 

more appropriate than other types in your case? 

4. Could you please tell us what can be the advantages and disadvantages of 

management contract for Tbilisi Iveria Radisson Blu hotel? 

5. Could you please tell us which party is responsible for financial input in Tbilisi 

Iveria Radisson hotel? Please tell us from your point of view how can financing 

from owner limit the operation of the hotel management and how can it influence 

the hotel performance?  

6. Could you please tell us how your hotel is going to compete with other 

competitors in Georgian market?  

FACE TO FACE BASED INTERVIEW 
 

In this part we provide the questions for face to face interview, the interview was conducted 
with Mr. Sam Holmberg, who is the GM of Park Inn Waterfront hotel in Stockholm. This 
hotel is leased by Rezidor. 

 

1. Could you please tell us how do you reason the choice of Swedish market for 

operating mid-scale brand hotel?  
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2. In your opinion, what can be the opportunities and challenges for mid-scale brand 

in Swedish market? Please tell us if there are challenges how can they be handled? 

3. Please give us your opinion about what can be advantages and disadvantages of 

using leasing as a contract type for Park Inn hotel in Sweden? 

4. In your opinion, why is leasing the most suitable contract type comparing to other 

contract types in Park Inn hotel? 

5. How long is the leasing contract in your case and does Rezidor have the right to 

property redemption?  

 


