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Wal-Mart in 2005

Introduction

In 2004, Wal-Mart, the largest retail chain in the world was also the world’s largest company with a turnover of $256.3 billion. Each year, roughly 80% of American households made at least one purchase at Wal-Mart.  Starting off in a small way, under the leadership of the legendary Sam Walton, Wal-Mart had emerged as a global player with operations in North America, Asia, Europe and South America. Wal-Mart symbolized operational excellence and cost leadership. According to rough estimates, US customers had saved $20 billion through shopping at Wal-Mart in 2002 alone
. Some economists even argued that the ‘Wal-Mart effect’ had reduced inflation and improved productivity in the US economy year after year!  

About Wal-Mart’s Business Model

The Wal-Mart formula emphasized on selling good quality, yet modestly priced merchandise in a clean, no frills setting that offered one-stop family shopping. Wal-Mart believed in an ‘every day’ low price philosophy. This pricing policy cut advertising costs and reduced overheads. It also created an image of dependability and fair play in the minds of customers.

Wal-Mart had also leveraged its business model to extend its market leadership to new categories.  After entering the food business in the mid-1990s, by the early 2000s Wal-Mart had become the largest grocery retailer in the US.  In 2002, the retail chain had an estimated market share of 32% in disposable diapers, 30% in hair care, 26% in toothpaste, 20% in pet food, 13% in home textiles, 15% in CDs, Videos and DVDs and 15% in magazines.  Wal-Mart was also emerging as a major force in retailing books. 

The success of Wal-Mart’s business model was reflected in the company’s operational and financial performance. In 1955, when Fortune began to publish its list of top 500 companies, Wal-Mart did not even exist.  By 2002, it had moved to the top of the list.  From May 1997 to May 2002, the stock jumped by an estimated 400%. Wal-Mart had close to 1.2 million employees. In mid-2003, it had about 4750
 stores worldwide.   During the period 1992-2002, Wal-Mart’s sales had grown at a rate of 17%.

Background Note

Convinced that there were great op​portunities in discount merchandising, in 1962, Sam Walton  (Walton) had approached Ben Franklin, a leading retailer of the time. Walton believed that price reduction could be compensated by an increase in sales volume. But Ben Franklin was not comfortable with Walton's discounting plan, which would halve the 20-25% profit margins.  Walton realized he would have to proceed on his own. He sensed that small towns represented a potential gold mine. The only real competition was likely to come from the small-town mer​chants, who offered high prices, lacked retail experience, and op​erated small stores. 

On 2 July 1962, the 44 year-old Walton and his younger brother James (Bud) established their own discount store, Wal-Mart Discount City, in Rogers, Arkansas, adjacent to Ben​tonville. The store was twice the size of the existing Bentonville store. Walton and Helen co-signed the lease, providing 95% of the invest​ment. Walton stocked the store with items ranging from hardware to ladies' clothes. Though others were not so sure, Walton was certain that customers would come just for the bargains. 

Walton was a hands on manager. He would travel miles in his pickup to suppliers and re​turn to his stores with a loaded truck. Once he had the goods in his stores, he promoted certain products by drawing customer attention to them. Walton was used to say that it was possible to sell anything if it was hung from the ceil​ing. A true merchandiser who operated the business carefully and cautiously, Walton had an uncanny ability for identifying both a good product and a good store location. 

By 1979, with 276 stores and 21,000 employees, Wal-Mart’s sales had reached $1 billion. Walton was opening on an average 100 stores a year. In the decade before 1987, Wal-Mart grew at an an​nual rate of 35%, triple the growth rate of the entire retail in​dustry. In 1989
, with revenue of $20.6 billion, 1,364 stores and 272,000 employees, Wal-Mart recorded profits of $837.2 million, making it the most profitable retail chain in America, surpassing Kmart. In 1990, it became America’s largest retailer with sales reaching $25.8 billion. 

Meanwhile, Wal-Mart was rewarding long-term investors with one of the highest returns on equity in the US. From 1977 to 1987, the average annual return for a Wal-Mart investor was 46%. Even during the recession of 1991, it reported a return on equity of more than 32%. The same year, Wal-Mart became the first retailer to post earnings of more than $1 billion ($1.3 billion). 

In 1992, the stores, which averaged 75,000 square feet, had spread to 45 states. Six of the "new concept" Supercenters opened with encouraging results. Through the 1990s, Wal-Mart continued to expand across the US. Wal-Mart also entered select overseas markets.

Wal-Mart began to look at overseas expansion in the early 1990s. Some of the challenges which Wal-Mart faced while moving overseas, were dealing with foreign cultures and languages, wrestling with the laws and customers of foreign coun​tries, and managing the logistics zoning laws (which required five-story facilities, as in South Korea; basement ones, as in China), financial complexities, the ever-fluctuating foreign currencies, hyperinflation, and devaluation. After starting off tentatively in the early 1990s, international sales had grown to $35 billion by 2001.

On 18 February 2003, Wal-Mart announced record revenue and earnings for 2002. Revenue was up by over 12% to $244.5 billion from $219.8 billion the year be​fore; and earnings rose by $8.04 billion, from the pre​vious year's $7 billion. An article exalting Wal-Mart for capturing the top spot on its Most Admired List appeared in Fortune. By all accounts, Lee Scott was running what was arguably one of the world's most powerful companies.

The New Wal-Mart

In many ways, the Wal-Mart of the early 2000s was very much a reflection of what Walton wanted it to be. The stores looked the same but were bigger in size. The culture was as vibrant and compelling as it had been in Walton's day. The company's signature phrase was still everyday low pricing. Greeters greeted while employees cheered. Wal-Mart continued to be a no-frills com​pany that aggressively cut costs to give customers the best possible deal. 

But Wal-Mart had also become quite different from what Walton had created and nurtured. Its spectacular growth was respon​sible for the changes. It was not only larger but also more complex. Because of the retail chain’s size, senior executives found it difficult to devote their personal attention to every single store. But they continued to visit as many stores as they could with the same zeal and attention to detail that the founder once did. A major concern for Wal-Mart was staffing the managerial positions in stores fast enough to keep up with the planned expansion. Wal-Mart had also become more visible and more vulnerable to negative media publicity and law suits.

To cope with the people related challenges, Wal-Mart organized a series of two-week training programs, known as the Business Leadership Series, for Wal-Mart personnel with managerial potential. The series began in October 2001. The sessions were handled by David Glass, Lee Scott, and those executives who reported directly to Scott. The sessions were split into five days in the spring and five days in the fall. Besides a series of lectures by the senior Wal-Mart lead​ership team, there was an action learning component, in which a cross functional group from each class analyzed a Wal-Mart or SAM's Club business case and offered recommendations to Scott and his direct re​ports. David Glass and Michael Duke taught a course on seasoned judgment, which included a discussion on how to say no. Tom Coughlin
 taught Driving Execution; Lee Scott
, Transformational Leadership; Tom Schoewe
, Financial Acumen; Cole​man Peterson
, Attracting and Selecting Talent; Tom Hyde
, People and Compliance; and John Menzer
, Strategic Planning and Global Marketplace. The program was held at the University of Arkansas in Fayetteville. 

In the mid-1990s, Wal-Mart's annual turnover rate of both full-time and part time (hourly) employees was around 50%. By the late 1990s, the figure had gone up to 70%, 40% points higher than in previous years. The higher rate was due to sev​eral factors. First was the introduction and increase in the number of larger Wal-Mart Stores and Supercenters. These stores employed up to 650 people, compared with the earlier average of 200. Second was the increase in the number of 24x7 operations. Man​agers presiding over stores that were open 24 hours a day were finding it increasingly difficult to spend time communicating with employees, especially those who did not work the same shifts as the managers. The third was a steadily competitive labor market. The unemploy​ment rate declined from 7.5% to 4.0% between 1992 and 2000.

Nearly half (47%) of new Wal-Mart hires that left within the first year did so within 90 days. The re​sult was wasted training dollars and inflated recruiting costs. There was a general feeling within the company that Wal-Mart had lowered its hiring stan​dards in the past three to five years. A renewed focus was placed on the selection of new recruits, using interview guides and re​training managers involved in the process. 

The company also discovered that 80% of the orientation occurred during the employee's first five days at work. Senior management realized that the orientation process needed to be redesigned. Too much technical information was being condensed into a short pe​riod. Less attention was being paid to the relation​ship between the new recruit and his or her supervisory team. Computer-based learning had been given priority over introducing new associates to the company’s people culture.

Wal-Mart shifted priorities so that the orientation process attached greater importance to relationship building and the order in which information was imparted to the new recruits. Orientation activities were spread more evenly over the employee's first 90 days. New recruit turnover dropped by 25% in some locations. And the 70% overall turnover rate for hourly employees came down to slightly less than 50%. 

Wal-Mart also strengthened its public relations department. The retailer strengthened proactive communication with both the media and the regulatory authorities. The legal department worked hard to minimize lawsuits and settle them expeditiously whenever it could, instead of continuing with prolonged litigation. 

Store Format

By December 31, 2004, Wal-Mart operated 1,363 Wal-Mart stores, 1,672 Supercenters, 550 SAM’s CLUBS, 76 Domestic Neighborhood markets, and 1,585 International Units. 

Discount Stores 

Wal-Mart’s traditional discount store was on an average about 94,000 square feet (but ranging from 40,000 square feet to 125,000 square feet), located normally in small towns or in the suburbs, with plenty of parking space.  It was typically organized into 36 departments stocked with a wide variety of merchandise for the home and business, as well as with family apparel and footwear.  Each store carried an average of 80,000 stock keeping units (SKUs) including house wares, hardware, electronics, home furnishings, small appliances, automotive accessories, garden accessories, sporting goods, toys, pet goods, cameras and camera supplies, health and beauty aids, pharmaceuticals, jewelry, fabrics, stationery, books, and shoes.    

SAM'S Club

SAM'S Club was the country's largest membership warehouse club focused on serving small business owners. It had more than 530 Clubs in the US serving 46 million members.

SAM’S Club segment consisted of membership warehouse Clubs in the US and accounted for approximately 13.5% of 2004 sales. The company’s international segment consisted of operations in eight countries and Puerto Rico. The clubs averaged approximately 127,000 square feet in size. 

The warehouse giant served specific business segments, including convenience stores and retail stores, restaurants, offices, contractors/maintenance and repair, daycare/schools, churches and religious organizations, beauty salons and barber shops, motels/bed and breakfast, and vending companies. 

Each Club consistently stocked about 1,500 core business items. Business owners could look forward to everyday low prices. Small business owners found value for money deals on personal items including designer-label apparel, electronics, jewelry, furniture, seasonal merchandise, and restaurant-quality food and wine. Consumers were also invited to become members so that they could experience savings on both personal items and business merchandise. 

Wal-Mart planned to open 30 to 35 Clubs during fiscal 2005, of which approximately 20 would be relocations or expansions of existing SAM’S Clubs. The company had plans to construct five new distribution centers in 2005.  Internationally, the company planned to open 130 to 140 new units, of which approximately 30 would be conversions and/or relocations. Projects in the international segment comprised opening of new stores and clubs and relocations of a few existing units. The units also included restaurants, specialty apparel retail stores and supermarkets. The planned square footage growth for fiscal 2005 represented approximately 50 million square feet of new retail space, an increase of more than 8%. 

Supercenters 

Supercenters symbolized the concept of one-stop shopping. The idea had evolved from a previous unsuccessful Wal-Mart experiment at one-stop shopping: the Hypermart. Hypermarts were huge (200,000 square feet) stores that combined supermarkets with gen​eral merchandise plus a variety of fast-food and service shops. The first Hypermart was opened in Garland, Texas, in 1987.

The Hypermart experiment failed, partly, be​cause the company simply did not earmark enough resources for the effort. Wal-Mart had also not built stores that size, with 600 employees and more inventory than it could keep up with. While revenues came, profits were hard to come by. Despite these problems, Wal-Mart noticed that the hypermarts were attracting large numbers of people. The retail giant soon realized that the problem was not with the concept but with the implementation. 

The first Supercenter offering food and merchandise, opened on 1st March 1988 in Washington, Missouri. (It had opened as a discount store in 1977 and was later enlarged from the original.) The store employed 450 people and measured 129,900 square feet. The Supercenter initiative though slow initially, gained momentum after Glass took charge. By August 1994, there were 100 Supercenters. The number increased to 250 by 1996, and to 1,060 by May 2002. Some of these stores boasted a turnover of over $100 million a year. 

The Supercenters were a vast improvement over the Hypermarts because they utilized space far more efficiently. They were much more cost effective than the Hypermarts which had high ceilings, huge arch​ways and excessive floor space. The Supercenters were organized similar to traditional Wal-Mart stores, at least with re​spect to the merchandising section, so managers were comfortable run​ning them from the start.

Open 24 hours a day, Supercenters offered in addition to general merchandise, bakery goods, deli foods, frozen foods, meat and dairy products, and fresh produce. They hosted many specialty shops, such as vision centers, Tire & Lube Expresses, Radio Grill restaurants, portrait studios and one-hour photo cen​ters, hair salons, banks, and employment agencies. The giant stores generally ranged from 109,000 to 230,000 square feet, employed some 350 people and offered 100,000 different items, 30,000 of them gro​cery products.

The general merchandise section of the Supercenter was typical of a discount store.  Indeed, many of Wal-Mart’s new Supercenters resulted from enlarging existing discount stores to include food items.  The concessions and specialty retail kiosks included florists, barbers and beauty salons, vision centers, pharmacies, shoe stores, tire and lube expresses, restaurants, portrait studios and one-hour photo centers and banks.  The grocery assortment at a Supercenter included meat, produce, deli, bakery, dairy, dry grocery, and frozen foods.  Wal-Mart attempted to generate traffic through the sale of groceries and consumables and then cross-sell higher-margin general merchandise to the same customers.  

Customers shopped at Supercenters not only because of the substantial savings they made but also because of the wide selection of products and services. An average family could usually fulfill all its shopping needs by visiting a Supercenter.  Customer surveys suggested that regular shoppers visited a Supercenter about eight times per month, compared to six visits in case of discount stores.

Wal-Mart believed that the smaller Supercenters could be profitable in communities with populations as low as 7,500.  A new Supercenter averaged about $65 million in sales in its first year (compared with about $28 million for a new discount store). The largest Supercenters generated over $100 million of revenue annually.

Neighbourhood Market

The Wal-Mart Neighbourhood Market was introduced in 1998 to provide grocery items in areas too small to be served by a Supercenter, to serve areas between Supercenters, and in some cases to provide a more convenient alternative to the Supercenter.  Neighbourhood Markets typically occupied 42,000 to 55,000 square feet of retail space.  The merchandise mix was similar to that of a traditional grocery store.  A wide variety of products, including fresh produce, deli foods, fresh meats and dairy items, baked goods, health and beauty aids, one-hour photo and traditional photo-developing services, drive-through pharmacies, stationery and paper goods, pet supplies, and household chemicals were offered.  A typical Neighbourhood Market carried 24,000 SKUs consisting of nonfood (12,000), food (10,000) and specialty items (2,000).  About 65% of sales were generated by food items, while the remaining came from health and beauty aids and specialty items.  First-year sales at Neighbourhood Markets varied by location but were in the range of $14 - $20 million. 

The Road Ahead

In 2004, Wal-Mart was not just the largest retailer but also the largest company in the world. Many doubted whether it could maintain its awesome growth record. 

But Lee Scott believed that Wal-Mart had several more op​portunities to tap
.

 "When you think about our market share (7.9% in the United States) there are a lot of companies that have achieved 35-40% in specific categories like food. Tesco has 25 % of food sales in the United Kingdom. When you think of those numbers, the truth is we could be twice or four times the size we are. On an international basis we hardly register in retail stores internationally. We are not in France, Italy, Spain, or Turkey. Just go through the list… In the big population centers, we think it could be a little more difficult. Real estate is difficult. It's a big step when you get into rents and costs. We think getting into the cities is a great opportunity, but it is not one we have to step into in a significant way today. We have all those opportunities in those suburbs around major population centers. You'll see us sprinkle a store here or there that will give us a base of understanding so when we decide to be more aggressive we would be equipped to answer questions about that (urban market) strategy." 

One concern for Wal-Mart was that it was widely perceived to be responsible for the sorry state of retail wages in America. On average, Wal-Mart sales clerks -- "associates" as they were referred to in company parlance -- earned $8.23 an hour, or $13,861 a year, in 2001, according to documents filed in a lawsuit pending against the company. At the time, the federal poverty line for a family of three was $14,630. Wal-Mart insisted that its wages were competitive, citing a privately commissioned survey that found that it "met or exceeded" the total remuneration paid by rival retailers in 50 U.S. markets.

As some analysts put it, Wal-Mart seemed to be both America's most admired and most hated company. According to a Boston Consulting Group report, 

"The world has never known a company with such ambition, capability, and momentum". 

On Wall Street, Wal-Mart traded at a premium to most every other retailer. But the more size and power that Wal-Mart amassed, the greater the backlash it was stirring among competing retailers, vendors, organized labor, community activists, and cultural and political progressives.

CEO H. Lee Scott Jr. and other Wal-Mart executives were aware of the rising hostility the company faced. They were trying to strengthen their public relations efforts. But they had no intention of tinkering with their shopper-centric business model. 

"We don't turn a deaf ear to any criticism. We're most sensitive to what the customer has to say, though… Your customers will tell you when you're wrong."

- Vice-Chairman Thomas M. Coughlin
.
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Exhibit 2

Pricing Philosophy

Walton always knew he wanted to be in the retailing business. He started his career by running a Ben Franklin franchise store and learned about buying, pricing and passing good deals on to customers. 

He gave credit to a manufacturer's agent from New York, Harry Weiner, with his first real lesson about pricing: 

"Harry was selling ladies' panties for $2 a dozen. We'd been buying similar panties from Ben Franklin for $2.50 a dozen and selling them at three pair for $1. Well, at Harry's price of $2, we could put them out at four for $1 and make a great promotion for our store. Here's the simple lesson we learned ... say I bought an item for 80 cents. I found that by pricing it at $1.00, I could sell three times more of it than by pricing it at $1.20. I might make only half the profit per item, but because I was selling three times as many, the overall profit was much greater. Simple enough. But this is really the essence of discounting: by cutting your price, you can boost your sales to a point where you earn far more at the cheaper retail than you would have by selling the item at the higher price. In retailer language, you can lower your markup but earn more because of the increased volume." 

Sam's adherence to this pricing philosophy was unshakable, as one of Wal-Mart's first store managers recalls: "Sam wouldn't let us hedge on a price at all. Say the list price was $1.98, but we had paid only 50 cents. Initially, I would say, 'Well, it's originally $1.98, so why don't we sell it for $1.25?' And, he'd say, 'No. We paid 50 cents for it. Mark it up 30%, and that's it. No matter what you pay for it, if we get a great deal, pass it on to the customer.' And of course that's what we did." 

The three of the pricing philosophies followed at Wal-Mart were: 

· Every Day Low Price (EDLP) Because you work hard for every dollar, you deserve the lowest price we can offer every time you make a purchase. You deserve our Every Day Low Price. It's not a sale; it's a great price you can count on every day to make your dollar go further at Wal-Mart. 

· Rollback This is our ongoing commitment to pass even more savings on to you by lowering our Every Day Low Prices whenever we can. When our costs get rolled back, it allows us to lower our prices for you. Just look for the Rollback smiley face throughout the store. You'll smile too. 

· Special Buy When you see items with the Special Buy logo, you'll know you're getting an exceptional value. It may be an item we carry every day that includes an additional amount of the same product or another product for a limited time. Or, it could be an item we carry while supplies last, at a very special price. 
             Source:  www.walmart.com 
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Operating Segment Information
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Wal-Mart Store Segment 
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Exhibit 6

SAM’s CLUB Segment 
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Exhibit 7

International Segment 
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Exhibit 8

Fiscal 2004 End-of-Year Store Count
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Exhibit 9

Financial Highlights
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