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Abstract

Saturated domestic markets and increasing cost pressures, coupled with the
expansion of the middle class across emerging markets, create a fertile envi-
ronment for today’s retailers to tap into new revenue potential abroad in
countries like Indonesia. Commerce is an international business, giving retail
giants, such as the British retailer Tesco, a wealth of experience in foreign
markets. Yet, there are many modes of entry available to them, requiring de-
tailed evaluation in the run-up to expansion. Each of those alternatives bears
advantages and drawbacks. This work discusses joint venture, acquisition and
greenfield investment as possible entry choices for Tesco when potentially
entering the Indonesian market.
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1. Introduction

“Being a leading retailer today is not a guarantee (emphasis added) of value cre-
ation tomorrow. We need to ensure that we are tomorrow’s leading retailer.”

Sir Richard Broadbent (Chairman of Tesco) [1]

The expansion of the middle class in emerging markets allows for new sales

potentials, which can be used to meet the increasing modernisation and compet-

itive pressures faced by modern retailers [2] [3]. Simultaneously, a stable and

growth-oriented global policy with increasing deregulation forms the optimal
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breeding ground for establishing international partnerships and opening up for-
eign markets [4]. As a matter of fact that retail companies on average operate 10
countries underpins the trend towards internationalisation [5] [6]. Hereof, en-
terprises have the choice between shared and full-control strategies. Yet, such a
decision must be well conceived, since once a decision has been reached, reversal
is virtually unfeasible, which consequently calls for pointed considerations [7]
[8]. These deliberations are majorly driven by both the institutional differences
and a firm’s resources and capabilities [9] [10] [11]. Regarding the internationa-
lisation of the British MNE Tesco, serving as a case study, it first ventured into
South East Asia (SEA) in 1998 [12]. Ever since SEA has not lost its attractiveness
as a strong economic region. The opposite is the case. In 2018, foreign direct in-
vestment (FDI) flows reached their all-time high of $149 billion with Indonesia
responsible for $22 billion. Retail and wholesale trade were among the principal
drivers [13].

The foremost endeavour of this essay is to investigate which market entry
strategy would be most suitable for Tesco’s potential market entry to Indonesia.
To achieve this objective, the remainder of this paper is structured as follows:
first, the institutional distance between home and host market is expounded.
Second, three possible entry strategies are collated. Finally, a summarising con-

clusion is drawn.

2. An Analysis of Institutional Distance

Institutional distance is regarded as a major determinant of entry mode choice
[14]. According to Kogut and Singh (1988) [15], companies tend to choose a less
risky and less capital-intensive entry strategy when cultural distance is high. In
contrast, it is argued that companies with a high cultural distance tend to adopt a
high-risk strategy, which provides them with greater levels of control [16]. About
previous entry mode research, its strong focus on manufacturing companies be-
comes evident [17]. Now, since retail companies act as an interface between the
manufacturer and end consumer, direct customer contact demands culturally
specific strategies. In other words, local adaptiveness is of paramount importance
[18]. Consequently, the high application benefit of the institutional approach is
thereby emphasised. Hence, the institution-based view (IBV) is most pertinent
to analysing external factors [9]. In contrast, the RBV (internal) will be em-
ployed to reveal the company’s capabilities in an internationalisation context
[19] [20]. This combination of approaches provides a broad basis for the deci-
sion about Tesco’s entry choice to Indonesia and thus seems to address the re-
search question most clearly.

Both the Uppsala model and the Eclectic Paradigm are not being applied in
this paper, as they were primarily developed for manufacturing companies [21]
[22] [23]. Further, Dawson [24] expressly advises against a corresponding ap-
proach transfer to other sectors. Moreover, since the choice between greenfield

and acquisition is rarely based on legal conditions, the legal distance will not be
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regarded in the following [25].

2.1. Economic Distance

Indonesia is considered to be the largest economy in SEA and forms the fourth
largest population in the world [26]. Additionally, it is the only SEA country be-
ing part of the G-20 and also holds memberships in the ASEAN and the WTO
[27].

As Table 1 illustrates, there are significant differences between the two coun-
tries in terms of economic strength. With a population density of around 77
Mio people, the British economy achieves a GDP of 45,740.75 USD, whereas
Indonesia, with a population of nearly 268 million, generates a GDP of only
13,234.09 USD. The inflation rate of 2.7% also indicates that households in the
UK can use a higher proportion of their income for consumption than house-
holds in Indonesia, where the inflation rate is 3.8%. Accordingly, the United
Nations [28] classify Indonesia as an emerging and the UK as a developed
economy.

Beyond that, the Global Competitiveness Report 2019 ranks Indonesia 50 and
the UK 9 out of 141 countries worldwide. Here it becomes obvious that the two
countries are far apart from each other in terms of global competitiveness [29].

Figure 1 displays the Economic Freedom Index 2021 with a World Average of
61.6 (Miller et al, 2019). Thailand (69.7) and Malaysia (74.4) were also added, as
they belong to the same cultural cluster as Indonesia, which will receive further
attention in Chapter 2.3 and 3.3. In 2016, Indonesia (2021: 66.9) almost caught
up with Thailand (69.7) and also was significantly above the world average in
2019. Nevertheless, this indicator also underlines the clear economic distance to
the UK with an overall score of 78.4 within the Economic Freedom Index of
2021 [31].

Besides institutional differences, it is also resource-based advantages having

an immediate influence on the choice of market entry [7] [32]. Accordingly,

Table 1. Key facts about home and host country; own table, cited within.

Key Figure UK Indonesia

66,488,991 267,663,435
Population

(worldbank.org, 2019b) (worldbank.org, 2019b)

45,740.75 13,234.09
GDP PPP
(imf.org, 2018) (imf.org, 2018)
1.2% 5.1%
GDP Growth Rate

(oecd.org, 2019b) (oecd.org, 2019a)

2.7% 3.8%
Inflation Rate
(cia.gov, 2017b) (cia.gov, 2017a)
0.75 14,236.94
Exchange Rate per USD

(worldbank.org, 2018b) (worldbank.org, 2018a)
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Figure 1. Index of economic freedom 2009-2021 [30].

Barney [33] perceives capabilities as internal resources that can yield competitive
advantages to the company and which are used to align the corporate strategy.
Mutinelli and Piscitello [34] pursue more specifically that experiences in the in-
ternational competitive environment and thus accumulated knowledge are con-
sidered as a firm’s capability. The RBV accordingly highlights international know-
ledge as an important capability of MNEs [35].

Further, Tesco already has a multitude of market experiences in Asia, such as
Thailand and Malaysia [36]. About the RBV, it can be said that this experience
expresses Tesco’s capability and might be used as a valuable advantage for the
successful implementation of a business concept under similar market conditions.
Since Indonesia is part of the same cultural cluster as the aforementioned coun-
tries, valuable comparisons can be drawn [37].

Due to the limitation of this paper, chapters 2.2 and 2.3 will solely address
significant factors, resulting in not every single dimension being discussed.

2.2. Political Distance

Political regulations constitute the formal institutional framework for companies
[38]. Correspondingly, to assess the political distance between the UK and In-
donesia this thesis employs the Worldwide Governance Indicators (WGI, see
Appendix A).

Figure 2 illustrates that Indonesia and the UK differ significantly in all WGI
indicators and thus the quality of governance, highlighting a general major po-
litical distance. Compared to the UK, the population in Indonesia has signifi-
cantly less freedom of expression. Due to lower state effectiveness, Indonesia
experiences poorer regulatory quality and thus reduced political stability. Less
state-guaranteed security and increased crime rates are a logical consequence.
The rule of law is, therefore, less pronounced in Indonesia than in the UK and,
owing to a significantly higher rate of corruption, is additionally subject to judi-
cial bending and less reliable.
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Indicator Country Year Percentile Rank (0 to 100)

Voice and Accountability Indonesia 2018 T —
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Rule of Law Indonesia 2018 I

United Kingdom 2018 —
Control of Corruption Indonesia 2018 ——

United Kingdom 2018 — o
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Figure 2. WGI related to the UK and Indonesia [39].

However, the low degree of Voice and Accountability in Indonesia (52%,
22%) could be an indication of limited advertising rights [39]. Due to the 87.2%
Muslim portion of the population, additional restrictions of Tesco’s advertising
design might have to be considered [40].

Indonesia’s Rule of Law indicator (42%, 79%) is pictured low [39]. It thus may
be difficult for Tesco to obtain the validity of sales contracts or to legally enforce
due invoices. The low level of Government Effectiveness and Regulatory Quality
in Indonesia is another contributing severe factor.

Indonesia’s poor ranking in the WGI Control of Corruption is underpinned
by the Corruption Perceptions Index 2019 (Figure 3). Here, the difference in
rank is 78 positions between Indonesia (89%) and the UK (11%) [41]. Subse-
quently, it can be deduced that a small elite largely determines market activity in
Indonesia and that successful market entries also depend on the extent to which

Tesco knows how to circumvent this situation [39].

2.3. Cultural Distance

This paper bases its cultural distance analysis on the GLOBE index (see Appen-
dix B) of House et al. (2004). Despite the enormous influence of the Hofstede
[42] [43] [44] approach, it has significant limitations which considerably restrict
the utility of its application in this work. A crucial imperfection of using Hofs-
tede is the deduction that since the results of his investigation are premised on
mere cooperation with a single American company (IBM), the one-sided view is
widely criticised. What makes this issue particularly difficult is its distortion of
the Asian perspective [45]. Since the GLOBE study largely circumvents these li-
mitations, it will be applied in the following [46] [47].

DOI: 10.4236/0alib.1108377 5 Open Access Library Journal


https://doi.org/10.4236/oalib.1108377

D. Krummel

- /7 _____\ _ Ml

Indonesia United Kingdom

Score Score

38/100 /100 '

Rank Rank

89/180 11/180

N - e r Ve e\
SCORE
Highl v
Clogrruypt - C?ergn
0-9 10-19 20-29 B0-39 40-49 50-59 60-69 70-79 80-8990-100

Figure 3. Corruption Perceptions Index 2019, adapted from Transparency International
(2019).

This paper solely draws attention to the “practice” indices, as these are rested
on actual values rather than just subjective preferences [48]. Besides a coun-
try-specific analysis, GLOBE also employs a classification of countries into cul-
tural clusters. Accordingly, Indonesia, together with, inter alia, Thailand and Ma-
laysia, forms the Southern Asia cluster. This classification is principally based on
similar cultural values, norms and perceptions of corporate culture [49].

Figure 4 shows the legend for the following GLOBE graphs. The following
charts show to what extent Indonesia and the UK perform on the GLOBE di-
mensions compared to the world average. The Country Value Score reflects the
values that a culture ascribes to itself. The Country Practice Score, in contrast,
reflects the actual reality and how these values are implemented within a coun-
try’s culture. Besides, the exact GLOBE values of the individual indices are pre-
dicated on House et al. [37]

The Indonesian culture can be described as warm, open-hearted and tolerant
[51]. Further, high levels of care and consideration for others contribute to In-
donesia (4.69) achieving the world’s highest GLOBE score in this category. In
contrast, the English society (3.72) merely attaches relatively low importance to
altruism and generosity, which can be extracted from Figure 5 [30]. The cultural
difference could scarcely be greater. To deal with customers and business part-
ners appropriately, special guidance is required to gain local acceptance.

Countries with a high score, such as Indonesia (5.68), in In-Group Collectiv-
ism, are very family and group-work-oriented. In addition, a strict distinction is
made between in-group and out-group, which subsequently determines their be-
haviour. The general pace of everyday life is rather moderate. By contrast, Figure
6 vivids that in England (4.08) behaviour is based on rational considerations,
lower family orientation and a fast-paced everyday life [49]. As the English and
Indonesian cultures also diverge here, Tesco needs to gain substantial knowledge
about the proper way to create aligned working conditions.

As shown in Figure 7, the two societies also have different ideas about Gender
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Figure 4. Key to GLOBE Figures, adapted from [50].
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Figure 7. Gender egalitarianism, adapted from [50].

Egalitarianism. The score of 3.67 in England is also reflected in Tesco’s gend-
er-balanced corporate culture. Notably, the gender pay gap at Tesco of 8.9% is
even below the already low UK national average of 17.9% in 2018 [36]. The fact
that generally fewer women work in strategically responsible positions in Indo-
nesian business (since 3.26) might also have an impact on the staffing of Tesco

in Indonesia and its recruitment methods.

3. Tesco Aiming for Indonesia

This essay is limited to merely three equity entry modes, highlighted in Figure 8.
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Figure 8. Market Entry Modes, own figure adapted from Pan and Tse [52].

Why the limited analysis of solely Joint Venture (JV), acquisition and green-
field? To evolve and to sell on a host market, retailers must first develop a dis-
tribution network with newly opened branches and initiate direct contact with
the end consumer. Accordingly, it is not feasible for retailers to harness a classic
export strategy as an initial market trial [18]. Similarly, referring to Tesco’s for-
merly conducted entry strategies, illustrated in Chapter 3.3, it is mainly these
three modes the retailer is familiar with and it is thus likely the choice would be
one of those equity modes.

It is necessary to determine whether Tesco pursues a global or national res-
ponsiveness approach. Depending on this, it can be derived whether to use a
shared or full control mode. In the case of the latter approach, a shared control
mode is suitable, as it allows the local expertise of the partner to be exploited
[53]. Furthermore, Tesco already holds 40 years of international experience [54].
By implication, internationalization, in general, is a key part of Tesco’s overall
strategy, reflected by 2038 stores and approximately 60,000 employees in Thail-
and and Malaysia alone [36]. The retailer’s efforts to position itself in key regions
and geographic proximity to markets already developed are evident (Ibid.). This
positioning is intended to achieve economies of scale through overarching uti-

lisable sourcing channels [55].

3.1. Joint Venture

In recent years, the realm of the international business environment has seen a
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significant increment in JVs [56] [57].

A major reason for foreign companies to enter certain economies through JVs
is the restrictions on foreign equity participation in some developing countries
[56]. Similarly, incomplete information about developing countries and asso-
ciated transaction costs favour market entry via JVs [58] [59]. Furthermore, JVs
can help firms gain legitimacy because partnering with a local firm can help to
create structures and activities that conform with local norms and values [60].
JV-modes offer access to knowledge about target market institutional contexts as
well as better relations with local government representatives. Existing resource-
based advantages can thus be more fully exploited and provide opportunities to
obtain and develop new firm-specific host market-related resources [61] [62].
This can create reciprocal synergies between the two companies and minimise
financial risks and market uncertainties [63] [64]. Notwithstanding, Das and
Teng [56] opine that JV relationships are inherently unstable and dissolve early.
Accordingly, the average life of a JV is estimated at 5 - 7 years [65]. Meschi and
Riccio [66] confirm that cultural differences account for being the major reason
for JV failure. Moreover, Yan and Zeng [67] claim the lack of trust and release of
control between local and foreign partners to be particularly delicate. Besides,
intercultural differences in business practices and a weak legal environment,
typical for emerging markets, are some key risk factors leading to the dissolution
of JV partnerships (Ibid.). In addition, Westman and Thorgren [68] state that

unequal equity participation of the partners inevitably leads to partner conflicts.

3.2. Acquisition

Despite the high risk, acquisitions provide the acquiring company with high le-
vels of control over strategy and daily business [69]. Acquisitions and JVs are
preferred when the cultural distance between markets is high [25]. Further, food
retailers tend to prefer entry modes with higher resource commitments [70].
Benefits such as the relatively rapid acquisition of, inter alia, established local
brands and local intellectual capital appear to be tempting [71]. Increased bar-
gaining power towards suppliers and thus lower purchasing costs and risk re-
duction through international diversification are also arguments in favour of ac-
quisitions [72]. Likewise, gaining and securing knowledge within the company
[73]. Nevertheless, acquisitions are complex processes that inevitably involve
uncertainty. According to Huang and Kleiner [74], about three-quarters of ac-
quisitions do not achieve the expected results. The insufficient degree of cultural
similarity between companies is often cited as the reason for poor performance
[75] [76]. Therefore, most acquisitions fail. A few may succeed, but on average

acquisitions either destroy shareholder value or do not add any [72].

3.3. Greenfield Investment

Having no existing physical local organisation, Greenfields require the highest

capital intensity among the three options, since everything has to be developed
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“from scratch” [77]. On the other hand, greenfield investments are characterised
by maximum freedom of choice due to absolute control [78]. Yet, companies
entering new markets entirely on their own particular face the liability of fo-
reignness [79] [80] [81]. Padmanabhan and Cho [82] find that, where large dif-
ferences between countries are given, multinational companies are more likely to
set up new wholly-owned subsidiaries than to take over existing companies, since
large country differences significantly increase the problems of implementing
business practices. Whereas, Xu et al. [83] argue that as institutional distance
rises, firms choose jointly controlled forms to reduce the risk of institutional
conflict and loss of expertise owing to the knowledge of cultural values and
norms as well as local market conditions. Even so, Kostova and Roth [84] ex-
pound, in line with Padmanabhan and Cho [82], that as institutional distance
rises, firms choose greenfield investments because this facilitates the transfer of
business practices. Buckley and Casson [85] agree by stating that high institu-
tional distance goes hand in hand with high risk and companies accordingly
choose to enter via full control modes.

Since traditional grocery retailers in Indonesia account for about 85% of sales,
a strong preference for local products can be assumed [86]. Hence, a shared
control mode is vitally needed to reduce foreign liability as well as discrimina-
tion to gain local acceptance, by developing proper local market concepts. Thus,
local responsiveness is crucially necessary to meet customers’ expectations. Be-

cause with high cultural distance, as it is given here, pursuing a global strategy is

Table 2. Tesco’s internationalisation Strategies; own table, based on [54] [55].

Year Country/Area  Entry Mode Cooperation Partner Success or Failure

1979 Ireland v The Three Guys Failure
1992 France I\ Catteau Failure
1994 Hungary Acquisition Global Success
1995 Poland Acquisition HIT Success
1995 Crech Repul?lic Acquisition K-Mart Success
and Slovakia
1997 Ireland Acquisition ABF Success
1998 Thailand \4 Lotus Success
1999  South Korea v Samsung Failure
2000 Taiwan, China Greenfield - Failure
2001 USA Greenfield - Failure
2002 Malaysia v Sime Darby Behad Success
2003 Japan Acquisition C Two Failure
2003 Turkey Acquisition Kipa Failure
2004 China Greenfield - Failure
2014 India I\4 Tata Group Success

DOI: 10.4236/0alib.1108377

10 Open Access Library Journal


https://doi.org/10.4236/oalib.1108377

D. Krummel

extremely risky [87]. Beyond that, Padmanabhan and Cho [82] state that empir-
ical knowledge related to particular entry modes through previous use and re-
sulting routines facilitate the re-use of the same model. For instance, the strateg-
ic knowledge gained through JVs subserves the reduction of institutional dis-
tances [88]. According to the RBV, Tesco already has valuable international ex-
perience (see Table 2). This knowledge might be applied to the Indonesian
market entry. Yet, within the Southern Asia cluster countries may differ in cer-
tain areas, so additional local knowledge would be advantageous. Previous suc-
cess has also shown that JV is a proven means of success for Tesco’s entry into
SEA.

Having presented the rationale, the author thinks that a JV is most suitable for
the Indonesian market entry, in contradiction to e.g. Mutinelli and Piscitello
[34] stating the more pronounced the market knowledge, the more likely a

full-control entry strategy.

4. Conclusions

The aim of this paper was the evaluation of the most suitable entry strategy for
Tesco aiming at the Indonesian market.

It has been shown that both institutional distance and resource-based advan-
tages have a considerable impact on a company’s strategic choice. Accordingly, a
significant distance between the UK and Indonesia in economic, political and
cultural terms was illustrated. Nonetheless, regarding the conclusion of such
distances, the sentiments of scholars differ. Some argue in favour of full-control
modes to address high distances, others object, advising for shared-control en-
try. However, the prevailing view here is that a large distance leads to increased
uncertainty, which might yet be reduced by local market insights and connec-
tions to important decision-makers within the host market. It hence stands to
reason that the more Tesco accepts country-specific cultural differences and takes
government policy into account in all its decisions, the greater the chances of
success. In this connection, a knowledgeable local partner might facilitate this
even more. Tesco already has empirical knowledge in Southern Asia and is there-
fore familiar with similar cultural conditions. Beyond that, previous entry modes
of Tesco into SEA have been JVs, proven successful. Accordingly, the author
holds that it is more than reasonable to choose the same entry mode for Indone-
sia, as experiences and organisational structures are already present.

As with any scientific work, this one too is certainly not void of optimization.
To evaluate the realistic feasibility of the chosen market entry strategy, expert
interviews, firstly with adequate representatives of Tesco and secondly with ex-
pansion experts, would certainly have provided an additional significant contri-
bution to this work’s overall quality and validity.

Future researchers might also want to evaluate a specific business case by
comparing it to other companies in the retail sector, rather than limiting them-

selves to just one company. This can certainly lead to additional valuable con-
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clusions.

A more in-depth and broad literature review could examine expansion strate-
gies over time to see whether the temporal epoch also exerts an influence on the
strategy to be chosen.

Finally, in line with Sir Richard Broadbent: today’s success is no guarantee for
tomorrow’s success. Notwithstanding, a precise analysis of a host market coupled
with lessons learnt from previous enlargements can significantly increase the li-

kelihood of future success.
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Appendix
Appendix A: Definition of the World Governance Indicators

1) Voice and accountability (VA)—capturing perceptions of the extent to
which a country’s citizens can participate in selecting their government, as well
as freedom of expression, freedom of association, and free media.

2) Political stability and absence of violence/terrorism (PV)—capturing
perceptions of the likelihood that the government will be destabilized or overth-
rown by unconstitutional or violent means, including politically-motivated vi-
olence and terrorism.

3) Government effectiveness (GE)—capturing perceptions of the quality of
public services, the quality of the civil service and the degree of its independence
from political pressures, the quality of policy formulation and implementation,
and the credibility of the government’s commitment to such policies.

4) Regulatory quality (RQ)—capturing perceptions of the ability of the gov-
ernment to formulate and implement sound policies and regulations that permit
and promote private sector development.

5) Rule of law (RL)—capturing perceptions of the extent to which agents have
confidence in and abide by the rules of society, and in particular the quality of
contract enforcement, property rights, the police, and the courts, as well as the
likelihood of crime and violence.

6) Control of corruption (CC)—capturing perceptions of the extent to which
public power is exercised for private gain, including both petty and grand forms

of corruption, as well as “capture” of the state by elites and private interests [88].

Appendix B: Definition of the GLOBE Project Dimensions

Power Distance: The degree to which members of an organization or society
expect and agree that power should be stratified and concentrated at higher le-
vels of an organization or government.

Uncertainty Avoidance: The extent to which a society, organization, or group
relies on social norms, rules, and procedures to alleviate the unpredictability of
future events.

Collectivism I, Institutional Collectivism: The degree to which organizational
and societal institutional practices encourage and reward collective distribution
of resources and collective action.

Collectivism II, In-Group Collectivism: The degree to which individuals ex-
press pride, loyalty, and cohesiveness in their organizations or families.

Gender Egalitarianism: The degree to which an organization or a society mi-
nimizes gender role differences while promoting gender equality.

Assertiveness. The degree to which individuals in organizations or societies are
assertive, confrontational, and aggressive in social relationships.

Future Orientation: The degree to which individuals in organizations or socie-
ties engage in future-oriented behaviours such as planning, investing in the fu-

ture, and delaying individual or collective gratification.
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Performance Orientation: The degree to which an organization or society en-
courages and rewards group members for performance improvement and excel-
lence.

Humane Orientation is the degree to which individuals in organizations or
societies encourage and reward individuals for being fair, altruistic, friendly, ge-

nerous, caring, and kind to others [37].
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