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Abstract. In the backdrop of an increasingly interconnected global landscape, the phenomenon of 

globalization has compelled a growing number of enterprises to embark on this transformative journey. 

Yet, as these multinational enterprises (MNEs) navigate the complexities of international expansion, a 

myriad of challenges surfaces within their production and operational realms. However, there are few 

previous studies that combine the performance of MNCs, cultural differences and shop density to explore 

the relationship between them. The purpose of this paper is to explore the possible relationship between 

these three by using regression analysis of current era data. This study investigates the relationship 

between performance, cultural differences and shop density of multinational corporations using the more 

recent financial data of Lush cosmetic LTD. for the financial year 2022. It is found that cultural 

differences are weakly and negatively related to firm performance, and also weakly and negatively related 

to shop concentration. Nevertheless, there is a strong positive correlation between shop dispersion and 

firm performance. This suggests that the greater the cultural differences, the poorer the firm performance 

and the lower the shop concentration. The results of the study can provide a reference for MNEs to 

overcome the difficulties in the process of globalization. In sum, this investigation bridges a pivotal gap 

in the extant studies, unraveling the intricate relationships between MNE’s performance, cultural 

differences, and the spatial distribution of retail establishments. Its findings possess the potential to 

inform strategic decisions and policy formulation for MNCs striving to navigate the intricate tapestry of 

global expansion. 
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Introduction 

With the acceleration of economic globalisation, more and more transnational 

enterprises (MNEs) are expanding their business scale by establishing branches in 

different countries and regions around the world (Luo and Shenkar, 2017). In the 

process of global expansion, MNEs are faced with challenges from different national 

cultural backgrounds (Rosenzweig and Singh, 1991). The literature on cross-cultural 

management reveals conflicting views on whether cultural diversity enhances or hinders 

organisational performance. Some studies have argued that diversity provides access to 

a wide range of ideas, skills and innovations that can enhance performance (McLeod et 

al., 1996). However, others argue that it increases complexity, reduces cohesion, and 

inhibits communication, negatively affecting outcomes (Barjaktarovic and Jecmenica, 

2011). Thus, they argue that MNEs with greater cultural distance tend to have weaker 

performance (Morosini et al., 1998). At the same time, MNEs' global shop placement 

strategy can also have a profound impact on their business performance (Pankaj, 2001). 
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So, how should MNEs cope with the differences between different cultures in the 

process of global market expansion and choose the optimal shop layout strategy to 

enhance their global business performance? Existing research has yet to provide a 

systematic and comprehensive answer to this important strategic management question. 

Due to the lack of consensus on these two aspects, managers of multinational 

enterprises are often caught in a dilemma. How should cultural diversity be used to 

enhance global competitiveness? And how to decide on the size of shops in each 

country? Without clarity on these issues, organisational managers may make decisions 

that undermine the performance of the subsidiary as a whole. Therefore, as globalisation 

intensifies competitive pressures, it is critical to manage the relationship between 

cultural differences, performance, and shop size (Moran et al., 2010). This study 

critically reviews the literature on the impact of national cultural differences on the 

organisational performance of multinational enterprises (MNEs), and it synthesises 

interdisciplinary findings to identify the key mechanisms linking cultural diversity, 

performance, and shop distribution. Accordingly, it informs MNEs' strategic decisions 

on global expansion, particularly in terms of coping with cultural differences and 

selecting optimal shop placement strategies to improve overall performance in the 

global marketplace. Specific recommendations are made for managing cultural diversity 

and improving global competitiveness. In this study, Lush is selected as a case study to 

explore the effects of cultural differences and shop concentration on its global 

performance through empirical analyses using a combination of quantitative and 

qualitative methods, providing valuable management insights for the international 

expansion of multinational enterprises. 

The purpose of this study is to explore the impact of cultural adaptation problems 

and global shop layout strategy choices on the performance of multinational enterprises 

(MNEs) through empirical analyses, and on the basis of this, to propose relevant 

management implications to fill the research gap in this area. The results of this study 

will enrich the theory of multinational management and strategy and provide reference 

for multinational corporations to formulate their globalisation strategies. 

 

Literature review 

With the development of economic globalisation, more and more multinational 

enterprises (MNEs) are expanding their business by establishing branches worldwide 

(Santangelo and Meyer, 2011). In the process of global expansion, MNEs face cultural 

differences from different countries, which have a profound impact on their business 

management (Luo, 2005). Greater cultural distance is likely to lead to lower 

performance of MNEs in host countries, mainly because different linguistic practices 

and traditions increase the difficulty of effective cross-cultural communication and 

management (Morosini et al., 1998). Simultaneously, cultural differences also affect 

MNEs' global location strategies (Kang and Jiang, 2012). Finding the right balance of 

strategies for each market is crucial for MNEs' performance. In addition, MNEs' shop 

consolidation strategy also has an impact on their performance (Gielens and Dekimpe, 

2001). In summary, there is a complex relationship between cultural differences, shop 

dispersion and performance. MNEs need to develop effective global co-ordination and 

local response strategies to cope with the challenges posed by different cultural 

backgrounds in order to achieve superior performance in the global market. 

 

Hofstede’s cultural dimension theory and cultural cluster theory 
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In exploring the impact of cultural differences on MNEs, Hofstede (1980) cultural 

dimensions theory and cultural clustering theory make an important contribution. 

Through a questionnaire survey of IBM's employees in different countries, Hofstede 

(1980) proposes four cultural dimensions to describe national cultural differences: 

Power Distance, Individualism vs. Collectivism, Masculinity vs Femininity, and 

Uncertainty Avoidance. among them, Power Distance refers to the degree of unequal 

distribution of power in a society. Individualism vs Collectivism is that Individualist 

culture emphasises individual goals and Collectivist culture emphasises collective goals; 

Masculinity vs Femininity is that Masculinity culture emphasises achievement and 

success and Femininity culture Finally, Uncertainty Avoidance refers to the degree to 

which a society tolerates uncertainty (Hofstede, 2011).  Later Hofstede (2011) added 

two more dimensions: long-term orientation and indulgence and restraint. These six 

dimensions formed his cultural framework (Hofstede, 2011). The strengths of 

Hofstede's theory are that it quantifies and systematically describes cultural differences 

between countries, which facilitates cross-cultural comparisons; and it provides an 

operationalised concept of clusters, which makes it easy for researchers to categorise 

sample countries (Leung et al., 2005). However, the theory also has some limitations. 

Firstly, the overall classification of a country ignores regional and individual cultural 

differences within the country. Secondly, culture is a dynamic concept, whereas the 

theory provides a static "snapshot" (McSweeney, 2002). Finally, categorisation is not 

absolute and there are gradual transitions between neighbouring clusters. Future studies 

may also consider adopting dynamic indicators, such as cultural integration to 

compensate for the shortcomings of Hofstede's theory. 

 

Cultural distance index 

Cultural distance index theory is an important cross-cultural analysis framework in 

international management research. Based on Hofstede (2011) model of cultural 

dimensions, the theory attempts to quantify the cultural differences between different 

countries. It was originally proposed by Kogut and Singh, which has been the subject of 

both extensions and refinements by other scholars (Kogut and Singh, 1988). For 

calculating the cultural distance index, Hofstede's cultural dimension values are used as 

a basis for calculating the distance between two given countries on each cultural 

dimension, and a weighted average of all cultural dimension distances are taken as the 

cultural distance index between the two countries (Roth and O'Donnell, 1996). The 

higher score means greater culture difference occurred between these two give countries 

(Barkema et al., 1996). This theory help people measure culture differences easily, but it 

has its shortcomings. Its basic theory which is Hofstede (1980) culture dimensions is not 

objective enough, and the setting of dimension weights may have an impact on the 

results. In addition, there is an over-emphasis on cultural differences at the national 

level and focus less on regional and individual differences within countries 

(McSweeney, 2002). Future studies may consider this newer perspective to enrich the 

exploration of the impact of cultural differences. 

 

Herfindahl index 

The Herfindahl index was originally used to calculate the concentration of firms in 

an industry. The formula for this index is (Rhoades, 1993): H = ΣSi^2, where “Si” is the 

market share of firm “i” in the industry, squared and summed over all firms. The index 
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ranges from 0 to 1, with larger values indicating higher industry concentration 

(Rhoades, 1993). Based on this method, this paper can analyse the target company's 

shop distribution strategy over time and in different countries. The advantage of this 

method is that it is simple and easy to implement, and it can visualise the degree of 

global dispersion by using the data of corporate shop distribution (Gielens and 

Dekimpe, 2001). Nevertheless, there are limitations in considering only the distribution 

of the number of shops. From the point of view of consumer coverage, there is a 

difference between having 100 shops concentrated in one city and having them 

distributed in 10 cities. Future research could consider constructing a more 

comprehensive measure of dispersion by incorporating factors such as population 

distribution (Noble et al., 2002). 

Materials and Methods 

In this paper, the research approach is deductive approach as the research approach 

as deductive reasoning takes into account the objectivity of the data and its strong 

verifiability (Johnson-Laird, 1999). Through this approach, this paper aims to explore 

the relationship between performance, shop discrete and cultural differences in MNEs 

and hopes that its conclusions will be informative for the study of MNEs. Although the 

sample of data chosen is not very diverse and may impair the generalisability of the 

results to some extent, the sample data used is still highly informative due to the limited 

amount of research as well as statistical data in this area. In this case, the deductive 

approach can provide reproducible conclusions that can be used to inform or reflect on 

research in this area. Considering the extremely large number of multinational groups, 

this paper has chosen a cosmetic company as the subject of the study because due to 

cultural differences, different cultural groups may have different preferences for 

cosmetic (Weber and De Villebonne, 2002), which will affect the sales and therefore the 

performance of this company. This is in line with the theme of this paper. Thus, the data 

for this paper is mainly derived from the 2022 annual report of Lush, a natural soap and 

beauty products company based in the UK. The annual report contains the financial 

data, operating data, etc. of Lush for the financial year 2022, which is largely derived 

from the company's finance department, which is responsible for keeping the books and 

generating the various financial statements in accordance with the accounting standards. 

In this paper, we have extracted the assets, revenues, and number of shops and 

factories of Lush in more than 20 countries from the annual report. The paper also 

collects six cultural attribute scores (i.e., power distance, individualism, masculinity, 

uncertainty avoidance, long term orientation, indulgence) published by Hofstede (2015) 

on his official website to measure the cultural attributes indulgence) to measure cultural 

differences. Its author, Hofstede, obtained these six cultural attributes by conducting a 

series of surveys on most of IBM's international employees and analysing and grouping 

the data with the cultures of the countries to which the international employees 

belonged, and then measured the scores possessed by a large number of countries on 

these six cultural dimensions by further expanding their sample sizes. In summary, this 

paper mainly completes the study by re-analysing the secondary data, there are two 

main sources of these secondary data, one is the financial data and the production 

system and sales system data from the annual report of Lush cosmetic Limited, this part 

of the data comes from the database, the data obtained from the database has the 

advantages of high quality, wide coverage and standardised data processing (Gaye et al., 
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2014). The other is the six cultural attribute scores published by Hofstede (2015) on his 

official website. The former uses total data over a one-year period in FY2022, and the 

data are collected from the perspective of Cross-sectional studies, comparing the 

company's data across countries horizontally. The latter was done by aggregating the 

results of Hofstede's study to obtain scores on the six dimensions of culture for the 

corresponding countries. 

This paper focuses on the relationship between performance, shop concentration and 

cultural differences in MNEs, thus, three regression models will be used to test the 

relationship between cultural differences and performance, cultural differences and shop 

concentration, and performance and shop concentration respectively. For these, this 

paper introduces three variables that quantify the concepts of these three: the cultural 

distance index (Kogut and Singh, 1988), the asset conversion rate (Nurlaela et al., 

2019), and the degree of shop dispersion (Rhoades, 1993). These three variables served 

different roles in each of the three sets of regression models. In the model to detect the 

relationship between cultural differences and performance of MNCs, cultural distance 

index (Kogut and Singh, 1988) is the independent variable and asset conversion rate 

(Nurlaela et al., 2019) is the dependent variable. In the model to detect the relationship 

between cultural differences and shop concentration in MNCs, cultural distance index 

(Kogut and Singh, 1988) is the independent variable and shop concentration is the 

dependent variable. On the other hand, in the model to detect the relationship between 

shop dispersion and performance of MNCs, shop dispersion is the independent variable 

and asset conversion rate (Nurlaela et al., 2019) is the dependent variable.Meanwhile, to 

control the influence of variables such as company size, management model, and 

financial status on the study, and also to control the influence of industry effect on the 

experimental results (Weber and De Villebonne, 2002), a single company is chosen as 

the research subject in this paper for the purpose of controlling these variables. 

Results and Discussion 

Cultural differences and performance 

This study conducted regression analyses by taking the cultural distance index of 

each country relative to the country where the parent company is located as the 

independent variable and Lush's asset conversion rate as the dependent variable, and 

reflected the relationship between the two through the P-value value and T Stat value in 

the regression results. The results show that there is a negative and weak correlation 

between cultural differences and MNE performance. 

 

Cultural differences and shop dipersion 

This study conducted regression analyses by using the cultural distance index of each 

country relative to the parent company's country as the independent variable and Lush's 

shop dispersion as the dependent variable. The relationship between these two is 

reflected by the P-value and T Stat values in the regression results. The results show that 

there is a weak negative correlation between cultural differences and shop dispersion. 

 

Performance and store diffuseness 

For the relationship between shop dispersion and MNE performance, this study 

conducts regression analyses with Lush's shop dispersion in each country as the 
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independent variable and Lush's corresponding performance indicators in each country 

as the dependent variable. The relationship between the two is reflected through the P-

value and T Stat values in the regression results. The results show that there is a strong 

positive correlation between cultural differences and shop dispersion. 

This study investigates the relationship between cultural differences, shop 

concentration and firm performance of multinational companies by examining the data 

related to the operations of Lush Company in the year 2022. According to the 

experimental results, it is found that there is a negative and weak correlation between 

cultural differences and company performance, and there is also a negative and weak 

correlation between cultural distance and shop concentration, while there is a positive 

and strong correlation between shop concentration and performance. 

 

Cultural differences and firm performance 

The negative and weak correlation between cultural differences and firm 

performance supports the thesis of previous studies that the greater the cultural 

differences, the more obstacles a firm encounter when operating internationally, which 

can have a negative impact on performance (Tihanyi et al., 2005). Nevertheless, cultural 

differences are just one of many factors that may affect firm performance, so the impact 

of cultural differences on performance may be less pronounced. 

 

Cultural differences and store concentration 

The negative and weak correlation between cultural distance and shop concentration 

suggests that Lush's shop concentration is lower in countries with greater cultural 

distance. This is consistent with previous scholars' view that the greater the cultural 

differences, the more difficult it is for MNCs to carry out market penetration (Gillespie 

and Swan, 2021). Nevertheless, there is a weak correlation between cultural distance 

and shop concentration, which may be due to the fact that the shop layout strategy not 

only considers cultural distance, but also factors such as local market consumption 

capacity, business location choice, and traffic conditions (Alexander, 1990). 

 

Store concentration and performance 

The positive and strong correlation between shop concentration and performance 

supports the theory that higher shop concentration can have a more direct contribution 

to performance improvement by leveraging scale effects, enhancing brand power and 

influence, and reducing operating and management costs (Goerzen et al., 2013), thus 

contributing to the firm's profitability and sales performance. Consequently, 

concentration has a stronger positive effect on performance than the indirect effect of 

cultural differences. 

Conclusion 

The following conclusions may be taken from the research findings and associated 

analysis. First, the operational challenges and unpredictabilities brought on by great 

cultural distances, which have an impact on performance by requiring management 

teams to invest more time and money in cultural adaptation. However, the detrimental 

impact of cultural variations on performance is more constrained given that business 

performance is influenced by a range of factors (Morschett et al., 2010; Tihanyi et al., 
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2005). Secondly, MNCs may have greater market entry barriers in countries with large 

cultural differences. Thirdly, a centralised business strategy in an unfamiliar foreign 

market can improve efficiency and performance. Fourthly, there are some limitations in 

this study. Future research can further enrich the results by adopting a multi-firm sample 

to improve the generality of the results (Jick, 1979), adding more financial and non-

financial indicators to improve the robustness of the study, and exploring more types of 

centralisation decisions (Richard et al., 2009). 

In conclusion, this study provides important insights for MNCs' strategic choices. 

First, cultural differences are inevitable barriers to international operations, and firms 

need to invest in adapting to different cultures. Second, given the risks of market entry 

due to cultural differences, firms can adopt a relatively decentralised and gradual 

strategy to explore new markets. Finally, a moderate degree of centralisation can help 

firms control costs, exploit scale effects, and thus improve performance. 
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