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[bookmark: _Toc223896472]1. Introduction 
International business strategy is increasingly shaped by institutional distance, regulatory complexity, and regionalisation dynamics rather than pure market-seeking logic (Rugman and Verbeke, 2004; Witt, 2019). This report critically examines the internationalisation trajectory of Tesco PLC within the Malaysian grocery retail industry. Malaysia represents a strategically significant emerging market within ASEAN, yet one characterised by strong institutional frameworks, religious regulatory structures, and culturally embedded consumption patterns (Meyer and Peng, 2016).
The central argument advanced in this report is that Tesco’s Malaysian exit in 2020 was not primarily the result of operational underperformance but rather reflects structural misalignment between UK-derived competitive advantages and Malaysia’s institutionally embedded retail ecosystem. Applying Porter’s Diamond Model (Porter, 1990), alongside institutional theory, the Eclectic Paradigm (Dunning, 1988), CAGE distance (Ghemawat, 2001), and VUCA analysis (Bennett and Lemoine, 2014), the report demonstrates that competitive advantage in retail internationalisation is contingent upon institutional embeddedness rather than transferable home-market superiority. This report does not apply these frameworks in isolation; rather, each is deployed to address a specific analytical question—Porter's Diamond explains capability formation, the OLI paradigm explains entry logic, CAGE explains distance costs, and institutional theory explains exit dynamics—together building a cumulative case for the bounded globalisation thesis.

[bookmark: _Toc223896473]

2. Industry and Country Overview
[bookmark: _Toc223896474]2.1 The Malaysian Grocery Retail Industry in Context
Malaysia's grocery retail industry is strategically significant as the primary distribution channel for over 40% of domestic food and FMCG sales (Malaysia Retail Association, 2023), employing hundreds of thousands across modern and traditional formats. Beyond macroeconomic contribution, the sector operates as a structural interface between agricultural producers, domestic SMEs, multinational suppliers, and urban consumers within a politically mediated institutional environment.
Malaysia is an upper-middle-income economy with per capita income exceeding USD 11,000 and sustained urbanisation over two decades (World Bank, 2023)—indicators suggesting favourable conditions for organised retail expansion. Nevertheless, the grocery retail landscape remains structurally hybrid. Modern formats—hypermarkets, supermarkets, convenience chains and digital platforms—coexist alongside traditional wet markets and independent retailers (Euromonitor, 2024). This dual structure reflects deliberate policy design: government guidelines aim to prevent displacement of small domestic retailers and protect Bumiputera economic participation (MITI, 2021).
Between 2020 and 2024, grocery e-commerce sales grew at approximately 18% CAGR, accelerated by pandemic-related behavioural shifts (Euromonitor, 2024). Conversely, physical hypermarket expansion has slowed due to urban saturation, zoning controls and intensifying competition from digital platforms (Retail Group Malaysia, 2023)—signalling structural transformation rather than cyclical slowdown.
Crucially, Malaysia's grocery retail industry cannot be analysed purely as a liberalised market system. It is embedded within a broader political economy shaped by redistributive policies, halal certification governance, and SME support mechanisms—institutional features that fundamentally condition firm strategy and performance.
[bookmark: _Toc223896475]2.2 Economic Importance and Structural Constraints
Retail functions as the principal distribution channel for over 40% of Malaysia's domestic food and FMCG sales (Malaysia Retail Association, 2023), while integrating Malaysia into ASEAN regional supply chains and reinforcing its geographic advantage as a trade gateway.
Despite these strengths, several structural constraints complicate foreign participation. First, zoning regulations and hypermarket licensing requirements involve federal and state-level authorities, increasing administrative complexity and time-to-market. Second, halal certification administered by JAKIM regulates product sourcing and constitutes a legitimacy threshold affecting consumer trust in this Muslim-majority society (JAKIM, 2022). Third, Bumiputera equity policies influence ownership structures and procurement relationships, requiring foreign retailers to demonstrate alignment with domestic socio-economic objectives (MITI, 2021).
These institutional arrangements reflect what Khanna and Palepu (2010) describe as institutional asymmetry: dense regulation oriented toward redistribution and socio-political stability rather than pure efficiency. 
Consequently, retail competitiveness in Malaysia is shaped not solely by cost leadership or operational excellence, but by institutional embeddedness and regulatory alignment.
[bookmark: _Toc223896476]2.3 Market Structure and Competitive Rivalry
Malaysia's grocery retail sector exhibits moderate concentration yet high strategic differentiation, encompassing domestic champions, regional players and global entrants.
Giant operates through cost leadership and extensive store networks, with local ownership facilitating deep supplier relationships and political legitimacy. Mydin combines wholesale and retail operations, aligning closely with SME procurement policies and domestic redistribution frameworks to strengthen institutional embeddedness (Said, Hassan and Ahmad, 2020). AEON (Japan) pursues experiential differentiation through mall-integrated formats targeting middle-income urban households. Lotus's (CP Group, Thailand) leverages regional scale efficiencies and supply chain integration within ASEAN markets. Shopee and Lazada, while not traditional grocery chains, represent disruptive digital competitors operating through platform-based models; their asset-light strategies and last-mile logistics integration have reshaped competitive dynamics (Euromonitor, 2024).
Table 1: Market Attractiveness Scorecard.
	Firm
	Core Strategy
	Institutional Embeddedness
	Digital Capability

	Giant
	Cost leadership
	High
	Moderate

	Mydin
	Hybrid wholesale-retail
	Very High
	Low–Moderate

	AEON
	Experiential differentiation
	High
	Moderate

	Tesco
	Efficiency + private label
	Moderate
	Developing

	Shopee/Lazada
	Ecosystem platform
	Regulatory-light
	Very High



Tesco entered Malaysia in 2002 via a joint venture with Sime Darby (Tesco PLC, 2008). By 2019, it held approximately 14% market share (Retail Group Malaysia, 2021). 


Figure 1: Market Share Distribution in Malaysian Grocery Retail (2019).

Source: Retail Group Malaysia (2021).
As Figure 1 illustrates, the Malaysian grocery market is moderately fragmented with no single dominant firm—supporting the rivalry determinant in Porter's Diamond framework.
Tesco's strategy centred on supply-chain optimisation, private-label expansion and multi-format scaling derived from its UK operations (Burt, Johansson and Thelander, 2020). However, it struggled to surpass Giant's embedded cost advantages and AEON's experiential positioning. Its "Every Little Helps" brand message resonated less strongly within a collectivist context emphasising relational trust and religious compliance (Retail Asia, 2021).
[bookmark: _Toc223896477]2.4 Structural Transformation and Analytical Synthesis
Digital acceleration has reduced the structural advantages of asset-intensive hypermarkets. Competitive advantage increasingly depends on technological integration and last-mile logistics rather than store footprint scale.
Overall, Malaysia's grocery retail environment illustrates that competitive positioning is mediated by regulatory architecture, cultural legitimacy and institutional alignment. Operational efficiency remains necessary but insufficient; foreign firms compete not only with rivals but within structured governance systems. These characteristics directly influence demand conditions, firm rivalry and supporting industries within Porter's Diamond, shaping Malaysia's global competitiveness profile.

[bookmark: _Toc223896478]3. Applying Porter’s Diamond Model: A Critical Analysis of UK Retail Competitiveness
This section applies Porter's Diamond Model to deconstruct the origins of Tesco's competitive advantage within its home market, establishing a baseline for testing 'fit' within Malaysia's institutional environment. Porter's Diamond (1990) argues that national competitive advantage emerges from four interacting determinants: factor conditions, demand conditions, related and supporting industries, and firm strategy, structure and rivalry. Applied to UK grocery retail, the Diamond explains Tesco's emergence as a dominant multinational. However, its explanatory power weakens when assessing international transferability of that advantage. This section both applies and critically evaluates the Diamond framework, with Table 2 (the 'UK–Malaysia Diamond Fit Test') synthesising the critical disjuncture between home-grown capability and host-market reality.
[bookmark: _Toc223896479]3.1 Factor Conditions: Advanced Retail Capabilities as a Source of Ownership Advantage
The UK grocery sector benefits primarily from advanced rather than basic factor conditions.


Figure 2: Porter’s Diamond Model Applied to UK Grocery Retail (Porter, 1990). 
[image: ]
Source: (Porter’s Diamond Model, 1990)
These include:
· Highly developed logistics infrastructure
· Advanced digital analytics capability
· Skilled managerial labour markets
· Sophisticated retail technology adoption
The UK ranks among the world's leading economies in logistics performance (World Bank, 2023), facilitating efficient distribution networks. Tesco's supply chain innovations—including data-driven replenishment systems and private-label coordination—emerged within this competitive infrastructure (Humby, Hunt and Phillips, 2008). However, Rugman and Verbeke (2004) argue that many such advantages are regionally bounded. While UK logistics density is high, Malaysia's infrastructure is structurally different; advanced factor advantages are not universally mobile. Because factor conditions that underpin competitiveness at home may lose strategic salience in institutionally different markets.
[bookmark: _Toc223896480]3.2 Demand Conditions: Sophisticated Consumers as Innovation Drivers
Porter (1990) contends that demanding domestic consumers pressure firms to innovate. The UK grocery market exemplifies this. Consumers are:
· Highly price-sensitive
· Ethically conscious
· Brand-aware
· Digitally engaged
The rise of discounters such as Aldi and Lidl intensified competition and forced incumbents like Tesco to develop hybrid strategies combining cost efficiency with data-driven loyalty systems (Competition and Markets Authority, 2023).
Tesco's Clubcard programme exemplifies data-led personalisation emerging from demanding UK consumers requiring price transparency and targeted promotions (Humby et al., 2008).
However, Malaysia's demand conditions differ significantly. Cultural consumption patterns are influenced by collectivism and religious compliance rather than individualised digital incentives (Hofstede Insights, 2023). Thus, while the Diamond explains Tesco's competitive advantage development, it does not guarantee cross-border demand alignment. Domestic demand sophistication can create competitive advantage, but its relevance depends on host-country consumption logic.
[bookmark: _Toc223896481]3.3 Related and Supporting Industries: Ecosystem Strength
The UK retail sector operates within a dense ecosystem including:
· Advanced fintech systems
· Digital marketing agencies
· Established FMCG supplier networks
· Private-label manufacturing capability
Malaysia's ecosystem, by contrast, is more fragmented. While local supply networks exist, halal certification requirements and SME procurement policies alter supplier relationships (JAKIM, 2022; MITI, 2021). Tesco could not fully replicate UK-style supplier integration without navigating these institutional layers. Institutional theory (Meyer and Peng, 2016) suggests that firm competitiveness is shaped not only by market forces but by regulatory and normative frameworks—a dimension the Diamond underplays.
[bookmark: _Toc223896482]3.4 Firm Strategy, Structure and Rivalry: Competition as Capability Builder
The UK grocery industry is one of the most competitive in the world, dominated by Tesco, Sainsbury’s, Asda and Morrisons, with discounters disrupting pricing equilibrium (CMA, 2023). Intense rivalry forced Tesco to develop:
· Cost leadership capabilities
· Multi-format store strategies
· Aggressive pricing systems
· Operational efficiency discipline
Porter (1990) argues that strong domestic rivalry strengthens firms for international competition; in Tesco's case, rivalry produced scale and efficiency advantages. However, rivalry in Malaysia operates differently. Competitive advantage is determined not solely by cost efficiency but by political embeddedness, religious legitimacy, community trust, and relationship networks. While UK rivalry strengthened Tesco operationally, it did not prepare the firm for institutional competition.
[bookmark: _Toc223896483]3.5 Critical Evaluation: Limitations of the Diamond Model
Although Porter's Diamond provides a powerful explanation of UK retail competitiveness, it has significant limitations. First, it is home-country centric, assuming competitive advantage originates nationally while paying limited attention to host-country institutional distance (Narula, 2010). Second, it underestimates regional concentration: Rugman and Verbeke (2004) demonstrate that most multinational enterprises operate primarily within their home regions. Tesco's Malaysian trajectory supports this regionalisation thesis—UK-based advantages diminished in a culturally and institutionally distant market.
A UK–Malaysia Diamond "Fit Test": Why Home Advantage Did Not Travel
Porter's Diamond's international explanatory value depends on whether the host market reproduces complementary determinants. To test transferability, we assess whether Malaysia offered "fit" for Tesco's UK-derived capabilities.
Table 2: UK–Malaysia Diamond Fit Test.
	Diamond determinant
	UK grocery retail (capability formation)
	Malaysia grocery retail (capability realisation)
	Strategic implication for Tesco

	Factor conditions
	Advanced logistics density, data analytics, high retail-tech diffusion
	Improving infrastructure but uneven logistics efficiency; higher compliance frictions (e.g., halal supply assurance)
	UK efficiency advantage diluted; compliance becomes a competing capability

	Demand conditions
	Individualised, price-transparent, promotion-driven; high loyalty-data acceptance
	Relational trust, family shopping, religious legitimacy; price matters but identity/legitimacy also matter
	“Clubcard logic” less central; trust and legitimacy become differentiators

	Related/supporting industries
	Dense FMCG/private-label ecosystem; mature retail services
	More fragmented supplier base; institutional governance shapes sourcing (SME policies, halal systems)
	Supplier integration is institutionally mediated rather than purely efficiency-driven

	Rivalry/firm strategy
	Hyper-competitive “capability-building” rivalry
	Rivalry includes institutional embeddedness and political legitimacy alongside price
	Competition is not just market rivalry; it is legitimacy rivalry



This comparative application reveals a deeper limitation: Diamond assumes competitiveness is largely productivity-based, whereas retail competitiveness in many emerging markets is also legitimacy-based (shaped by regulatory-normative acceptance and socio-political alignment). Tesco's Malaysian challenge was not simply "adapting operations," but adapting to a different basis of advantage where legitimacy and institutional embeddedness can precede efficiency in determining long-run viability.
[bookmark: _Toc223896484]3.6 Theoretical Tension: Productivity Advantage versus Institutional Legitimacy
While Porter's Diamond explains competitiveness through productivity determinants, institutional theory argues firms must secure legitimacy within host-country regulatory and cultural systems (Meyer and Peng, 2016). Tesco's supply-chain efficiency reflected Diamond-based advantage, yet Malaysia's regulatory frameworks meant institutional alignment, rather than productivity superiority, became decisive. Rugman and Verbeke (2004) demonstrate that firm advantages are regionally embedded, requiring institutional compatibility to remain effective. Thus, retail competitiveness in emerging markets is co-determined by economic efficiency and institutional legitimacy.
[bookmark: _Toc223896485]3.7 Synthesis
Porter's Diamond explains why the UK produces globally capable retailers, but the Tesco case demonstrates that national competitive advantage is necessary but not sufficient; it must align with host-country institutional structures. Therefore, the Diamond must be complemented by institutional and distance-based frameworks to fully understand multinational retail performance.

[bookmark: _Toc223896486]4. Critical Evaluation of Tesco’s Operations in Malaysia: Institutional Embeddedness, Strategic Adaptation and Financial Risk Management.
Tesco's Malaysian operations provide an analytically rich case for examining structural constraints of retail multinationalisation in emerging markets. While Malaysia presented favourable macroeconomic indicators—upper-middle-income status, sustained GDP growth, ASEAN integration—Tesco's 2020 divestment suggests surface-level attractiveness masked deeper structural misalignments. This section evaluates political, economic, cultural, competitive and financial dimensions shaping Tesco's performance, integrating OLI theory (Dunning, 1988), CAGE distance (Ghemawat, 2001), institutional theory (Meyer and Peng, 2016), dynamic capabilities (Teece, 2014), VUCA analysis (Bennett and Lemoine, 2014), and financial risk management theory (Shapiro, 2014). The core argument is that Tesco's exit reflects bounded transferability of UK-derived ownership advantages amid institutional density, cultural distance, digital disruption and financial volatility.
[bookmark: _Toc223896487]4.1 Market Attractiveness Scorecard (PESTLE + Institutional Attractiveness)
Moving beyond descriptive country analysis, Malaysia's attractiveness is a multi-dimensional, institutionally conditioned proposition rather than a simple "growth market" narrative. This scorecard evaluates attractiveness through PESTLE with explicit strategic implications.



Table 3: Risk Architecture Matrix.
	Dimension
	Attractiveness factors
	Constraint factors
	“So what?” for Tesco

	Political/Policy
	Relative stability; ASEAN integration
	Redistribution priorities; foreign participation constraints; licensing complexity
	Competitive advantage becomes policy-contingent; requires political-relational capabilities

	Economic
	Rising middle class; urbanisation; modern retail demand
	Thin margins; local price competition; ringgit volatility
	Earnings stability depends on both operational discipline and FX management

	Social/Cultural
	Young consumers; modern retail adoption
	Halal legitimacy; collectivist trust norms; family consumption patterns
	Brand proposition must signal cultural legitimacy, not only value/efficiency

	Technological
	Rapid platform growth; digital adoption
	Platform winner-takes-most dynamics; last-mile capability race
	Asset-heavy hypermarkets lose relative advantage without ecosystem integration

	Legal/Regulatory
	Clear formal rules
	High compliance load; multi-level licensing
	Time-to-market and expansion become regulated; strategic flexibility reduces

	Environmental
	Sustainability rising on agenda
	Supply assurance and compliance burdens
	Requires traceable, compliant sourcing rather than only cost optimisation



[bookmark: _Toc223896488]4.2 Political and Institutional Environment: Legitimacy as a Competitive Variable
Malaysia's retail sector operates within dense regulatory structures: Bumiputera redistribution policies, multi-level hypermarket licensing, and halal governance under JAKIM. As North (1990) argues, institutions shape incentives and transaction costs; in Malaysia, redistribution frameworks prioritise socio-political balance over pure efficiency. Domestic firms such as Mydin are structurally embedded within these frameworks, benefiting from legitimacy advantages.
Tesco faced the liability of foreignness (Zaheer, 1995); institutional density increased transaction costs and reduced strategic flexibility. Expansion required negotiation across governance layers, lengthening capital lock-in periods. Competitiveness was politically mediated—operational efficiency could not operate independently of institutional alignment.
The enduring nature of these constraints is underscored by the eventual acquirer's experience. Thailand's Charoen Pokphand (CP) Group, despite acquiring 100% of Tesco's Malaysian operations, was immediately bound by the requirement to cede 30% equity to Bumiputera partners within three years of entry (The Edge Markets, 2020). This condition, applied to a regional giant with deep ASEAN experience, confirms that institutional embeddedness is a non-negotiable condition of operation, regardless of ownership structure or operational pedigree.

[bookmark: _Toc223896489]4.3 Reassessing Location Advantage: Limits of the OLI Paradigm
Dunning's OLI paradigm (1988) predicts FDI when ownership, location and internalisation advantages align. Tesco possessed strong ownership advantages—logistics integration, private-label scale, retail analytics—while Malaysia appeared to offer location advantages through urbanisation and middle-class growth. However, OLI underestimates institutional density and digital restructuring. Retail margins were thin, regulatory costs high, and competition intense (Retail Group Malaysia, 2021). Narula (2010) argues OLI must be contextualised within institutional heterogeneity. Malaysia's location advantage was conditional; macro growth did not guarantee micro profitability. Dynamic capabilities theory (Teece, 2014) emphasises reconfigurability under change, yet Tesco's asset-heavy hypermarket model limited rapid strategic pivoting. OLI explains entry but insufficiently explains exit.
[bookmark: _Toc223896490]4.4 Cultural Distance and Consumption Norms: A CAGE Perspective
Ghemawat's CAGE framework (2001) highlights cultural, administrative, geographic and economic distance as determinants of international performance. Malaysia differs from the UK in key cultural dimensions:
· Strong religious governance (halal centrality)
· Collectivist orientation (Hofstede Insights, 2023)
· Family-centred purchasing patterns
· Relational trust-based consumption
Tesco's UK retail model evolved within an individualistic, price-sensitive, digitally sophisticated environment, exemplified by its data-driven Clubcard (Humby, Hunt and Phillips, 2008). In Malaysia, however, consumer legitimacy depends as much on symbolic alignment and relational trust as on price optimisation. As Meyer and Peng (2016) argue, firms must align with normative institutions as well as regulatory ones; cultural misalignment increases adaptation costs and reduces differentiation strength. AEON's experiential mall-based strategy resonated more strongly with family-oriented consumption patterns, while Tesco's operational efficiency was less visible as a source of consumer identity. Cultural distance increased strategic complexity; Rugman and Verbeke (2004) demonstrate MNEs perform strongest within culturally proximate markets. Malaysia's greater cultural distance increased adaptation costs.
[bookmark: _Toc223896491]4.5 Competitive Rivalry and Digital Disruption: Retail Competition in a VUCA Environment
Between 2015 and 2020, Malaysia's grocery retail industry experienced significant structural transformation due to intensifying rivalry and rapid digital platform expansion. Traditional competition involved price positioning, format differentiation and supplier relationships. However, digital platforms such as Shopee and Lazada altered the competitive architecture through ecosystem models characterised by network effects, logistics integration and algorithmic pricing, rather than physical footprint scale (Parker, Van Alstyne and Choudary, 2016). Jacobides, Cennamo and Gawer (2018) theorise such ecosystems create governance structures and value mechanisms favouring platform orchestrators over standalone operators.
This transition reduced the relative advantage of asset-heavy hypermarkets. Hypermarkets depend on footfall density, basket size, and physical scale economies; digital platforms depend on data-driven forecasting, flexible last-mile logistics, network externalities, and low fixed asset intensity.
The VUCA framework (Bennett and Lemoine, 2014) captures this shift: volatility emerged through currency fluctuations and price wars; uncertainty from unpredictable consumer migration online; complexity from hybrid retail models; ambiguity from unclear long-term platform dominance.
However, interpreting Malaysia solely through volatility underestimates a deeper strategic challenge. Heifetz (1994) distinguishes technical problems—solvable through existing expertise—from adaptive challenges requiring fundamental shifts in mindset, resource configuration and leadership logic. Malaysia's digital retail transition represented an adaptive challenge. Tesco's response involved incremental digital integration within an asset-heavy model; online ordering remained extensions of physical retail rather than structural transformation. In adaptive environments, firms must reconfigure not only processes but value logic itself (Teece, 2014).
Platform competition is non-linear and winner-skewed (Parker et al., 2016). Hypermarket efficiency cannot directly counteract ecosystem dominance. This structural asymmetry meant Tesco competed with operational efficiency within a format the market was de-prioritising.
Dynamic capabilities theory requires rapid resource reconfiguration under change (Teece, 2014). Tesco's Malaysian operations were structurally tied to large-format hypermarkets requiring substantial capital and long payback periods—asset rigidity constrained digital pivoting. Platform competition introduces winner-takes-most dynamics; retailers lacking ecosystem integration risk marginalisation. Tesco's operational efficiency, a key UK-derived advantage (Porter, 1990), became less decisive in a platform-dominated environment. Competitive rivalry became system-versus-system, reducing strategic coherence of Tesco's asset configuration. Divestment reflects adaptation to altered industry economics, not market failure.



Table 4: Risk Architecture Matrix: What Could Tesco Hedge vs What It Could Not.
	
Risk type
	Example in Malaysia context
	Probability
	Impact
	Hedge/mitigation tool
	Critical insight

	FX transaction risk
	MYR payables/receivables, imports
	Med
	Med
	Forwards/futures
	Hedgeable, reduces volatility not strategy risk

	FX translation risk
	Consolidation into GBP
	High
	Med
	Balance-sheet hedges
	Improves reporting stability but not local competitiveness

	FX economic exposure
	Long-run currency + purchasing power
	Med
	High
	Operational hedges + selective derivatives
	Cannot be “fully hedged”; links to demand and cost structure

	Regulatory/legitimacy risk
	Licensing/halal governance
	Med
	High
	Partnering, compliance systems
	Non-financial; requires institutional embeddedness

	Platform displacement
	Shopee/Lazada ecosystem effects
	High
	High
	Digital capability building
	Strategy threat; asset rigidity increases vulnerability

	JV governance friction
	Slower pivots under VUCA
	Med
	Med–High
	Governance redesign, decision rights
	Entry mode that helped legitimacy can reduce agility






Figure 3: Growth of Grocery E-Commerce vs Physical Retail (2020–2024) 

Source: Euromonitor (2024).
Figure 3 demonstrates structurally higher growth in digital grocery channels compared to physical hypermarkets, reinforcing the VUCA interpretation of technological volatility and industry restructuring.
[bookmark: _Toc223896492]4.5.1 Tesco Malaysia's Financial Deterioration
Structural pressures on Tesco's model are starkly illustrated by its final years' financial performance. For the year ending February 28, 2019, Tesco Stores (M) Sdn Bhd posted a net loss of RM44.29 million on revenue of RM4.38 billion. Accumulated losses reached RM566.95 million, with total liabilities of RM3.89 billion (The Edge Markets, 2020). These figures reveal challenges were immediate and balance-sheet damaging—institutional misalignment and digital disruption translated directly into financial underperformance, providing commercial rationale for divestment.
[bookmark: _Toc223896493]4.6 Financial Risk Exposure and the Role of Derivatives
An under-analysed dimension of multinational retail operations concerns financial risk architecture. Tesco's Malaysian operations exposed the firm to exchange rate volatility and economic exposure. Shapiro (2014) identifies three core foreign exchange risks:
1. Transaction risk – exposure from contractual foreign currency cash flows.
2. Translation risk – accounting exposure when consolidating subsidiary earnings.
3. Economic risk – long-term impact of exchange rate changes on competitive position.
These categories are widely recognised; Eiteman, Stonehill and Moffett (2019) provide comprehensive frameworks for MNC measurement and management through centralised treasury functions.
Between 2015 and 2020, the Malaysian Ringgit (MYR) exhibited notable volatility relative to GBP.
Figure 4: GBP/MYR Exchange Rate Volatility (2015–2020).

Source: Bank Negara Malaysia (2023).
As Figure 4 illustrates, exchange rate volatility increases transaction and translation exposure, highlighting importance of derivative-based hedging.
How businesses use derivatives to manage such risks
Derivatives could stabilise short-horizon cash-flow volatility through forwards, options, or swaps. However, the strategic limitation is that derivatives address symptoms rather than competitiveness structure. Persistent ringgit depreciation alters local purchasing power, imported input costs, and competitive pricing dynamics—economic exposure cannot be neutralised purely via financial contracts.
A coherent MNC hedging policy would include: (i) centralised treasury control; (ii) monthly exposure reporting; (iii) clear hedge ratios linked to forecast confidence; (iv) separation of "earnings smoothing" hedges from strategic sourcing decisions. Rossi (2020) confirms hedging reduces short-term earnings volatility in emerging markets but does not eliminate structural vulnerability from currency misalignment with local cost structures and consumer purchasing power.
Derivatives reduce short-term earnings volatility but not economic exposure. Persistent ringgit depreciation makes imports expensive and weakens purchasing power; hedging protects accounting outcomes but cannot reverse macroeconomic trends. Hedging also incurs costs—option premiums, margin requirements, opportunity costs. Political risk, regulatory unpredictability, and digital structural change cannot be fully hedged. Financial engineering enhances earnings stability but cannot compensate for institutional misalignment or digital disadvantage. Even with sophisticated hedging, Malaysia's long-term risk-adjusted return may have been inferior to UK reinvestment. Financial risk management supports strategic resilience but cannot substitute for structural competitiveness.

[bookmark: _Toc223896494]4.7 Entry Mode and Governance Constraints
Tesco entered Malaysia via joint venture with Sime Darby. Entry mode decisions significantly influence long-term strategic flexibility (Hill, 2020). Joint ventures offer advantages in emerging markets: reduced political exposure, local institutional knowledge, enhanced legitimacy, shared capital risk. However, they introduce governance complexity—decision-making requires partner negotiation and alignment, profit sharing dilutes returns, strategic redirection may require consensus.
OLI theory (Dunning, 1988) conceptualises internalisation primarily in efficiency terms, yet governance structure also shapes dynamic capability. Under stable growth, joint ventures enhance embeddedness; under VUCA conditions, strategic agility becomes paramount. Slower governance processes may reduce responsiveness to digital transformation, and relational governance may prioritise stability over rapid experimentation.
Tesco's joint venture mitigated liability of foreignness but potentially constrained strategic pivot speed during digital disruption. Entry mode decisions are temporally contingent—what enhances legitimacy at entry may reduce agility during transformation. Governance constraints formed part of the divestment calculus. By 2020, Sime Darby's leadership openly characterised its 30% stake as 'not core' and signalled intention to exit (The Edge Markets, 2020). This lack of strategic alignment meant when rapid, decisive action was required to counter digital disruption, governance structure predisposed inertia rather than agility. The joint venture facilitating entry became a constraint on exit flexibility and strategic pivoting.
[bookmark: _Toc223896495]4.8 Addressing Counterarguments: Was Malaysia Actually Unattractive?
A critical evaluation must engage with contradictory evidence. Malaysia maintained macroeconomic growth, relative political stability, and significant consumer demand; Tesco held approximately 14% market share prior to divestment. If the market was stable and Tesco operationally viable, why exit?
One explanation lies in corporate-level capital allocation. Following its 2014 accounting scandal, Tesco underwent significant restructuring and balance sheet repair (Butler, 2015), shifting focus toward strengthening the UK core business. Strategic retrenchment theory suggests firms divest peripheral or non-core assets to enhance overall corporate coherence (Johnson, Scholes and Whittington, 2020). Corporate decisions are comparative rather than absolute—Malaysia may have been profitable, but its risk-adjusted return relative to UK reinvestment may have been lower. The rise of discounters such as Aldi and Lidl in the UK intensified domestic competition, requiring capital redeployment.
This demonstrates international business decisions must be analysed at both subsidiary and corporate levels; subsidiary performance alone does not determine retention. Malaysia was not necessarily unattractive in absolute terms; its strategic attractiveness was conditional and comparatively weaker relative to Tesco's domestic reinvestment priorities. This reframes divestment as rational portfolio optimisation rather than failure.
[bookmark: _Toc223896496]4.9 Synthesis: Bounded Globalisation in Retail
Tesco's Malaysian experience reinforces a broader theoretical insight: globalisation is structurally bounded. Retail is deeply embedded in institutional governance systems, cultural consumption norms, spatial infrastructure, and regulatory frameworks. Ownership advantages are transferable only within limits. Derivatives can hedge currency risk; joint ventures can mitigate political exposure; digital investment can enhance agility. However, sustainable advantage in emerging retail markets requires institutional legitimacy, cultural resonance, and adaptive asset configuration. Tesco's divestment was strategically coherent within a bounded globalisation paradigm.
Methodological Note: Evidence Quality and Limitations (Desk Research)
This report relies on desk-based research combining peer-reviewed scholarship with government and industry sources. While secondary evidence limits direct observation of managerial decision-making, triangulation across academic theory, industry reports, and corporate disclosures supports robust inference-based evaluation. Consistent with Level 7 expectations, the analysis treats evidence as probabilistic, acknowledging data gaps and using theory to interpret why observed outcomes (divestment) are strategically coherent under institutional and competitive constraints.

[bookmark: _Toc223896497]5. Conclusion
This report has critically evaluated Tesco's operations within the Malaysian grocery retail industry through the integration of Porter's Diamond Model, institutional theory, OLI paradigm, CAGE distance, VUCA analysis, and dynamic capability theory. The central argument advanced—that Tesco's exit reflected structural misalignment rather than operational failure—has been substantiated through evidence of accumulated losses exceeding RM566 million, governance friction within the Sime Darby joint venture, and the post-acquisition imposition of Bumiputera equity conditions on the incoming owner, CP Group.
Tesco's experience in Malaysia serves as a definitive case study in the bounded nature of retail globalisation. While macroeconomic indicators—urbanisation, middle-class growth, ASEAN integration—suggested market attractiveness, and while home-grown operational efficiencies (supply chain optimisation, private-label scale) provided ownership advantages, long-term viability proved contingent upon deep institutional embeddedness.
The single most critical constraint Tesco faced was not cultural distance, nor even the rise of e-commerce in isolation, but the cumulative friction generated by an institutional architecture that prioritises socio-political balance over pure market efficiency. This manifested in three interconnected dimensions:
1. Financial: Chronic losses and accumulated deficits that made the Malaysian operation a drain on group resources rather than a contributor.
2. Governance: A joint venture structure where partner interests diverged precisely when strategic agility was most required.
3. Regulatory: An institutional environment that continued to demand Bumiputera equity redistribution even after complete ownership transfer.
For future foreign retailers, the Malaysian case offers a clear and actionable implication: success requires moving beyond adaptation to integration. Institutional compliance and political legitimacy must be treated not as constraints to be managed, but as central, value-creating components of the business model itself. In institutionally dense emerging markets, competitiveness is co-determined by efficiency and embeddedness—and where these conflict, embeddedness ultimately prevails.

[bookmark: _Toc223896498]SECTION 2: Reflective Account
(Using Gibbs’ Reflective Cycle, 1988)
[bookmark: _Toc223896499]1. Description
This assessment required the development of a critically informed international business report analysing a country–industry pair through advanced theoretical frameworks. I selected the Malaysian grocery retail sector and Tesco PLC due to both data availability and my contextual familiarity with Malaysia’s retail environment. The report required the integration of multiple theoretical perspectives, including Porter’s Diamond (1990), the Eclectic Paradigm (Dunning, 1988), CAGE distance (Ghemawat, 2001), institutional theory (Meyer and Peng, 2016), dynamic capabilities (Teece, 2014), and VUCA analysis (Bennett and Lemoine, 2014).
The research process involved extensive engagement with academic journal articles, industry reports, government publications, and corporate financial statements. I structured the analysis to move beyond descriptive industry overview toward critical evaluation, explicitly addressing “Why?” and “So what?” questions as required at Level 7. Drafting was iterative: early versions were more descriptive, while subsequent revisions strengthened theoretical synthesis and argumentative clarity.
[bookmark: _Toc223896500]2. Feelings
At the outset, I felt confident due to my prior exposure to Malaysia’s retail system. I had observed Tesco outlets personally and understood competitor formats such as Mydin and AEON. However, as I progressed, I became aware of the risk that familiarity might encourage descriptive writing rather than critical interrogation.
I also experienced uncertainty regarding the integration of multiple frameworks. There was a concern that applying Diamond, OLI, CAGE, institutional theory and dynamic capabilities together could result in conceptual fragmentation rather than analytical coherence. Balancing breadth and depth became a central intellectual challenge.
As I engaged more deeply with peer-reviewed scholarship, particularly institutional theory and the regionalisation thesis (Rugman and Verbeke, 2004), I began to feel more confident in constructing a clear argumentative stance. The process shifted from model application to theoretical positioning.
[bookmark: _Toc223896501]3. Evaluation
Several strengths emerged during this assessment.
First, the integration of institutional theory significantly improved analytical depth. Rather than simply listing political and legal factors, I examined how Malaysia’s redistributive policies shape competitive structures. This moved the analysis from environmental description toward institutional interpretation.
Second, adopting a clear argumentative stance — that Tesco’s exit reflected structural misalignment rather than operational failure — strengthened coherence. Early drafts were neutral and descriptive. Later revisions became more analytically decisive.
Third, engagement with frontier scholarship, including dynamic capabilities and regionalisation theory, enhanced theoretical sophistication beyond textbook reliance.
However, limitations were also evident.
Initially, I underestimated the depth required for the Porter’s Diamond section, resulting in insufficient critique. Furthermore, my early framing overemphasised macroeconomic attractiveness without sufficiently interrogating institutional constraints.
A further limitation was reliance on secondary data. While academic and industry sources were credible, primary research (e.g., managerial interviews) would have provided richer insight. This constraint highlights the methodological boundary of desk-based research.
[bookmark: _Toc223896502]4. Analysis
Applying Gibbs’ reflective framework enabled me to critically analyse my own cognitive development.
One key realisation was that theoretical sophistication requires understanding the assumptions underlying frameworks. For example, Porter’s Diamond assumes national competitiveness as a central explanatory mechanism (Porter, 1990). Yet institutional theory challenges this assumption by emphasising embeddedness and regulatory mediation (Meyer and Peng, 2016). Recognising this tension allowed me to critically evaluate rather than merely apply the model.
Another intellectual shift occurred when incorporating Rugman and Verbeke’s (2004) regionalisation thesis. This reframed Tesco’s exit as evidence of bounded globalisation. Instead of viewing divestment as managerial weakness, I interpreted it as strategic rationalisation within structural constraints.
I also reflected on cognitive bias. My familiarity with Malaysia initially produced an implicit optimism regarding market attractiveness. Structured framework application revealed that growth indicators do not necessarily translate into profitability when institutional transaction costs are high. This reinforced the importance of analytical discipline over intuition.
The process also deepened my appreciation of dynamic capabilities theory (Teece, 2014). Tesco’s case illustrates that possessing capabilities is insufficient; firms must reconfigure them under institutional constraints. This insight has broader implications for digital transformation strategies.
A key intellectual shift was recognising that frameworks do not merely “explain reality” but embed assumptions about what counts as competitiveness. Porter’s Diamond privileges productivity and innovation systems, while institutional theory privileges legitimacy and conformity. My early drafts implicitly treated growth indicators as proxies for opportunity; later analysis reframed opportunity as “institutionally priced,” meaning that transaction costs and legitimacy thresholds can dominate the profit logic of scale. This changed how I interpret globalisation: not as a universal expansion pathway but as a bounded process shaped by institutional distance and platform restructuring.
[bookmark: _Toc223896503]5. Conclusion
This reflective process enhanced both my academic and professional understanding of international business strategy.
Academically, I learned that:
· Theoretical integration produces stronger explanatory power than isolated model use.
· Intellectual boldness requires adopting and defending a clear argument.
· Frontier scholarship engagement elevates analytical depth.
· Institutional embeddedness is central to multinational success.
Professionally, the exercise reinforced the importance of contextual intelligence in strategic decision-making. Market entry cannot rely solely on economic indicators; institutional architecture and cultural legitimacy must be central considerations.
Most importantly, I recognised that postgraduate-level work requires moving beyond “what happened” toward “why it happened” and “what it implies.”
[bookmark: _Toc223896504]6. Action Plan
To further develop my academic and professional capability, I will:
1. Engage more systematically with peer-reviewed journals such as the Journal of International Business Studies to strengthen theoretical grounding.
2. Develop research design skills that incorporate primary data collection.
3. Practise synthesising contrasting theoretical perspectives to enhance intellectual debate.
4. Improve early-stage thesis articulation to avoid descriptive drift.
5. Continue reflecting critically on personal biases when analysing familiar contexts.
This reflective exercise has strengthened my ability to approach international business problems with structured theoretical reasoning and strategic clarity, both essential for postgraduate-level professional competence.
If repeating the study, I would incorporate a small primary-data element (e.g., structured interviews with Malaysian retail managers or analysis of consumer trust signals through survey instruments) to test whether legitimacy perceptions or value perceptions better predicted retailer choice. I would also pre-register a small set of falsifiable propositions (e.g., “platform growth reduces hypermarket ROI by X mechanism”) to reduce confirmation bias and strengthen causal discipline.
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Market Share Distribution in Malaysian Grocery Retail (2019)	
Tesco	Mydin	Aeon	Giant	Others	0.14000000000000001	0.16	0.15	0.18	0.37	

Growth of Grocery E-Commerce vs Physical Retail (2020–2024)

Growth of Grocery 	2020	2021	2022	2023	2024	10	23	17	16	19	20	Physical Retail	2020	2021	2022	2023	2024	-6	-21.5	-18	-14	-16.5	-16.5	
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GBP/MYR Exchange Rate Volatility (2015–2020)

Exchange Rate	2015	2016	2017	2018	2019	2020	5.8	5.3	5.6	5.33	5.2	5.63	Year
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