Wal-Mart Germany Expansion

Introduction
The company chosen on which to conduct a mini case study for this paper is Wal-Mart, and in particular the paper will attempt to concentrate on a number of issues that Wal-Mart recently faced in regards to Information Technology and Systems, and how, if technology had been correctly implemented and used, could have likely saved Wal-Mart a lot of money, profits and a loss of reputation.

The case study will focus on a deciphering exactly what went wrong with Wal-Mart’s attempt at expansion into Germany, and what role information systems should have, or did have, in the venture. The paper will also attempt to discern whether the prevailing perception that Wal-Mart owns a competitive advantage, in part due to the information system currently in use, is true.

If it is discovered that such perceptions are prevalent then the paper will discuss what will happen to Wal-Mart’s competitive edge if that if the system is not continually upgraded and enhanced.

In order to create a mini case study on a company the size of Wal-Mart it would be especially important to understand the exact issue the study should address. An international company the size of Wal-Mart would be an unlikely candidate for such a study if all the issues a company such as Wal-Mart faces on a daily basis were to be addressed in one paper.

That is not the case of this particular paper, however, what is the case is that Wal-Mart, the behemoth international retailer, believed that expansion into a foreign market such as Germany would immediately lead the company to achieve the same type of success the company has experienced in the United States.

The decision was fraught with peril, and ultimately Wal-Mart suffered defeat. An article in “The Times” on July 29, 2006 stated the following; “Wal-Mart, the world’s largest retailer, abruptly pulled out of Germany yesterday….In a humbling admission of defeat, Wal-Mart said it would sell its eighty (85) German stores to the rival supermarket chain Metro and book a pre-tax loss of about $1 billion on the failed venture” (Wal-Mart, 2006). A one billion dollar loss for any company is huge, even if the company is Wal-Mart.

This scenario could likely have been avoided if certain initial strategies and concepts had been discussed, implemented and adhered to from the beginning. The entire situation leading to Wal-Mart’s demise in Germany cannot be blamed on the lack of a good information technology system, but certainly a strong and viable system could have alleviated some of the problems experienced by Wal-Mart, and in the end could have been a deciding factor on whether the venture would (in the long run) be profitable or not.
Discussion
A recent article touts the fact that “the development of E-commerce has revolutionized our way of doing business around the globe” (Victor, Jih, 2006, p. 68). Perhaps Wal-Mart could have foreseen the circumstances leading up to the debacle and changed the direction the company was traveling. Another expert in the field of business recently stated, “Learning how to build stronger relationships with customers is often recommended as a way of ensuring the survival of firms in the face of turbulent or highly competitive market conditions (Webster, 1992, p. 1).

Building relationships with existing clients is only part of the puzzle, but it seems to be a part that Wal-Mart did not take seriously enough in Germany. Wal-Mart believed that it could buy its way into a market, instill its program on the citizens in that market and then proceed to dominate market share using the same approach, as well as the same technology, the same information systems and the same style of distribution that led to so much success in the United States and other markets.

In 1997-98 Wal-Mart entered Germany, which is the world’s third- largest retail market by purchasing two discount retail chains. For $1.6 billion dollars Wal-Mart purchased Wertkauf and Interspar. Interspar was not a very strong retailer as their stores were mostly run down and located in areas that were not that great. Wertkauf, on the other hand, was a profitable chain that was well-known and liked in Germany.
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A distribution system to deliver product to these stores was already in place, although neither of the chains used an on-time delivery system. What Wal-Mart should have been considering is how to expand its retail business in Germany by using an approach that is both timely, efficient and cost effective, similar to the system currently in use in the U.S., and perhaps initially that is what was intended.

In the states, Wal-Mart epitomizes the excellence of an ‘on-time delivery’ system that is based on tracking the sale(s) of every solitary item at every single store. That information is then electronically transmitted to a home headquarters location. From there the information is transmitted to various locations so that the product can automatically be replaced. One expert states however that, “These days, it's a rare company that isn't worried about how to get its products delivered on time.

According to a new study, businesses are finding it harder and harder to meet on-time delivery promises to customers because of obstacles ranging from truck-driver shortages to soaring fuel prices” (Emigh, 2004). The article went on to espouse the fact that many business leaders are making changes in the technology they use in order to alleviate some of those problems. The article related how studies have shown that, “most current users of transportation management applications plan to extend their existing Transportation Management Systems (TMS)” (Emigh, 2004).

It is reasonable to assume that Wal-Mart may have missed an opportunity in Germany by not having the proper systems in place to take advantage of the business environment they would encounter there. It is also a fairly reasonable bet that Wal-Mart’s competitors are watching as Wal-Mart makes forays into other markets, and most probably cheered the fact that Wal-Mart failed so miserably in Germany.

Many of those competitors are fearful that the competitive advantage that Wal-Mart has so successfully attained in the United States can be extended and enhanced as Wal-Mart grows ever bigger. What the competitors have noticed is that Wal-Mart’s competitive advantage is dwindling, and that may give the competitors hope for the future.

Wal-Mart’s price advantage is one factor in their growth although one retail-marketing consultant recently reported that, “Key competitors are finding ways to narrow the price gaps enough to render them largely unnoticeable, said Chris Hoyt, a Scottsdale, Ariz., retail-marketing consultant” (Neff, 2007, p. 61).

A strong, viable Wal-Mart has been a fact in the business world for a long time, and many of its competitors would love nothing more than a crack in the Wal-Mart’s armor that could be their opening. Normally, Wal-Mart implements a full-scale price war in every competitor market it has entered in order to meet their commitment to its’ consumers and to uphold it’s legendary, “every day low price” pledge to consumers. This formula is extremely successful in the US and in other markets, in Germany this was not the case as most if not all there competitors were able to defend their positions as the cost and price leader in Germany.

From Wal-Mart’s perspective it is likely imperative to discover what went wrong in Germany, what the company could have done to sidestep any mistakes and perhaps, most importantly, if implementing any information systems or technology different than what is currently in use could have alleviated any problems or concerns.

To discover this information, research will have to be conducted that will allow for analyzing a variety of different factors in order to determine how those factors affected Wal-Mart’s objectives and business plan regarding expansion into Germany.

There are a few factors that should have been considered. For example, when expanding your business geographically, as in Wal-Mart’s situation, the following are some of the questions that a company should answer:
· Does the business operate with strict processes, guidelines and standards which can be replicated easily in a different environment?

· Will you have to implement major changes to the business in order to be successful in a new environment?
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· Is a physical presence necessary in the new location or can your presence be represented by other means?

· Is it profitable or feasible to compete with the existing competitors in the geographic region you are considering?
As was mentioned earlier, another factor to consider was perhaps Wal-Mart was unable to coordinate an ‘on-time’ delivery system efficient enough to ensure that the most popular selling items were always on hand, or perhaps there were areas that could have been outsourced that were not. A number of companies have been successful in outsourcing services that can be accomplished in a more cost effective way by doing so. Many of these same companies implement a core team concept.
“The core team concept has been shown to provide significant savings, reduced downtime, increased production and improved efficiency while maintaining high quality and safety standards” (Maintenance 2007 pg 28). A core team concept allows for a small permanent force to handle all problems on-site, including the integration of outsourcing and the technology required, not only by those outsourcing entities but by the various departments as well.

The core team concept can be used to ensure that the IT experts all speak the same technological language while at the same time designating responsibility for the different operations. Using a core team concept also alleviates some of the fears that employees face when learning of potential outsourcing, especially since outsourcing has received so much bad publicity in the media as of late.

One expert said that strategically outsourcing other activities “including many traditionally considered integral to any company – for which the firm has neither a critical strategic need nor special capabilities” (Quinn 1995) was a good idea, and it probably is a concept that Wal-Mart could have used in Germany, and may consider in any future ventures.

There is a prevailing perception that outsourcing is a bad thing and therefore it might behoove Wal-Mart to emphasize to their employees the benefits derived (by the employees) by outsourcing. According to one recent study there is little for the employees to fear concerning outsourcing.
“The results show that although service outsourcing has been steadily increasing it is still very low, and that in the United States and many other industrial countries ‘in sourcing’ of services is greater than outsourcing” (Amiti, 2005, p. 308). The core team concept helps to emphasize the fact that many companies are outsourcing by in sourcing, and therefore alleviates the fears of the employees.

Additionally it must be kept in mind that outsourcing can be a big boon to the company’s bottom line. “A recent article portrayed this situation well, stating, “it is apparent the millions of Indian and Chinese engineers, software developers and service providers can do all this ‘sophisticated stuff’ as well as or better than the Americans at a tenth of the cost” (Prestowicz, 2004, p. 40).

A tenth of the cost can be a huge savings depending on the needs of the company in regards to software and systems maintenance. Whether the information systems have to be totally designed, created and implemented by using outsourcing capabilities is at the behest of the company managers. The decision will have to include not only the internal workings and operations of Wal-Mart, but would also have to take into consideration the external market opportunities available.

Since Wal-Mart, in this case study, is already considering outsourcing a portion of its technology needs and services, the company should probably consider the use of e-commerce as well. Integrating e-commerce possibilities in the informational systems design makes sense. While integrating e-commerce and informational systems into the overall scheme in entering a market, especially a market like Germany which Wal-Mart had initially had such high hopes for, would be a natural extension of the retail market, and one that could have assisted Wal-Mart immensely.
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A note of caution in this regard was issued recently by one expert, who stated, “Companies that state they are users of e-commerce may in fact only have a promotional website rather than a fully-fledged, interactive, transaction-based interface” (Fillis, 2007, p. 445).

The question becomes a matter of whether e-commerce would have been an effective and profitable complement to Wal-Mart’s retail business, at least in the sense that would have assisted Wal-Mart’s attempts at gaining a foothold in the Germany market. The answer derived from this case study is that every complementary event may have added up to enough of a profit to at least continue in business, rather than folding the tents and taking a billion dollar loss.

Another consideration for Wal-Mart when implementing informational technology systems that are going to be worked on primarily by outside sources is the privacy issue that can be breached through online sources or nefarious systems developers.

Identity theft is currently a large societal problem, and steps need to be taken by companies to ensure the safety and privacy of the individuals who work for or with the company. There are characters in the world who would like nothing better than to steal personal information from a company’s informational system(s).

One expert speaks of the dissemination of information to those who need to know and those who do not, in the following manner; “information may only surface in a legitimate comprehensive background check, but in a more menacing scenario, it may wind up in the hands of a remotely located identity thief without the consent or control of the person the information identifies” (Ciocchetti, 2007, p. 55).

This type of situation is probably especially worrisome when entering a market in a foreign country. Safeguards can be established that will assist in addressing this issue, including, but certainly not limited to; inserting firewalls into the system that prohibits those without authority from accessing information, as well as implementing procedures that all employees understand the consequences of if they are caught disregarding them. Wal-Mart’s internal operations, due to both their size and complexity, would have to take into consideration the myriad of personalities involved in implementing such procedures, and an example would have to be set from top management all the way down to the local retail manager.

It is especially important to have a standardized program that holds all employees responsible for their own actions. Integrating technology into any business requires that human interactions and choices be as above board as possible, primarily because technology can be manipulated since it knows not the hand that manipulates it.

Integrating technology into almost any business decision can produce benefits the company, employees and consumers. At times those benefits can be the difference between generating a profit, and taking huge losses. Another aspect of competitiveness that the case study will present is the fact that Wal-Mart has been so efficient in delivering the product most desired by the customer at the exact time the customer wishes to purchase it. This has been accomplished in the United States and in other markets by using technology in a very efficient manner.

The use of bar code reading tools at the retail level allows Wal-Mart to know exactly what products are being sold and at what locations. This information is then transmitted to a central location that allows Wal-Mart’s buyers to analyze consumer trends and buy products accordingly. Once the purchases are made at the wholesale level the trucks carrying the products are dispatched to the locale retail stores. Because the product is ordered from a central location and on a wholesale basis, the cost is much less than if done so using other methods. Wal-Mart planned on using this same type of system in Germany but ran into a couple of snags along the way, which ultimately forced them from the market.

There are a number of barriers that companies have to overcome when attempting entry into other markets, which is especially true when entering into foreign countries. Wal-Mart had successfully instilled its culture on the citizens in other foreign markets but when Wal-Mart attempted to instill its conservatism and frugality on its German managers and shoppers but failed miserably.
“Wal-Mart also faced well-established rivals in Germany, like Metro, and hard discounters such as Aldi and Lidl, already comfortable with razor-thin profit margins. Many retailers in Germany are owned by wealthy families whose business priorities are not always the maximization of shareholder value” (Wal-Mart 2004).

A UK analyst, Bryan Roberts had this to say; “Wal-Mart will be looking at its whole European strategy in the wake of the German debacle. He speculated that Wal-Mart will have to go after one of the major French retailers, such as Auchan, if it wants to expand on the continent” (Wal-Mart 2006).

Wal-Mart south of the United States border commands a whopping two percent of the national economy of Mexico, approximately the same as in its home country, the United States. It has grown to that size in a short twelve years. In 1992 Wal-Mart bought into a 122-store chain in Mexico called Aurero-Bodega, and then five years later, Wal-Mart took over the chain completely. “Wal-Mart now owns 687 super stores in 71 Mexican cities under the marquis logos of Wal-Mart, Aurera-Bodega, Superama and Sam’s Club – plus 52 Suburbias, a more upscale department store chain, and 235 VIP’s restaurants.” (Ross 2005).

Unlike Germany and South Korea, Wal-Mart was able to instill its culture on Mexico due to a number of factors that were similar to the culture of the United States. In Mexico, employees were hired that were non-unionized just as they are in the U.S.

John Ross states; “As in the U.S., the bottom line is gospel in Mexico and no unions or other troublemakers are tolerated on the premises. Non-union Mexican Wal-Mart "associates" earn an average of 13 pesos an hour (about $1.20 USD) as compared to their non-union U.S. associates' $9.50 (unionized supermarket workers make $19.)” (Ross 2005).

In Germany, as mentioned before, some of the largest retail chains are owned by families and therefore the approach used by those in charge are different than what is used by Wal-Mart. Families don’t necessarily make the bottom line the top priority.
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Wal-Mart could have used the Soft System Methodology (SSM), an approach to organizational modeling, to help indentify and resolve some of these major issues. The technological aspects of a system can be predicted, however, the human aspects of any system is not as predictable but is an important part of any system and must be taken into consideration. In Wal-Mart s’ case using the initial stages of the SSM may have helped them as will be shown below.

We would have identified the Problem situation unstructured which is stage 1 in the SSM process. Wal-Mart had difficultly delivering on its promise to consumers which is “we sell for less – always”, “every day low price” and “excellent service”.

Listed below are some of the main features of a problem situation unstructured which include:
· Find out about the problem situation?

· What is their perception of the situation?

· What processes are going on and how?

· What the organizational structures are?
In stage 2: Wal-Mart needed to Express the problem situation which can be done by using a "Rich Picture" to represent the general structure or concepts.

The problem situation expressed
· The structure of the organization: Factors which don't change easily.

· Process or transformation which is carried out within the system: many of these might be changing.

· Issues felt by or expressed by the organizational members.
In stage (2) (cont.): these are some of the tool that Wal-Mart could have used to gather information about the problem situation.
· Workplace Observations

· Workshops and Discussions

· Interviewing
Next the information gathered in stage 1 and stage 2 is put in a Rich Picture" format which is a Graphical representation an organization that should be easy to articulate and should have soft and hard facts.

Rich pictures also helps:
· Identify what is imperative in the situation people understand

· Individuals understand their role in the organization

· To define aspects of the organization to be addressed

· Identify aspects of the organization that could be addressed by the information system

· We can assume if Wal-Mart had used the initial stages of the SSM method it could have helped them identify some of problem that may have contributed to its failure in Germany.
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SWOT Analysis
Completing a SWOT for Wal-Mart allows for some intriguing analysis.

What is intriguing is the fact that many of Wal-Mart’s strengths can also be discerned as the company’s weaknesses as well. Wal-Mart’s strengths include the fact that they are the world’s largest retailer. This can be seen as both a strength and a weakness. It is a strength because of the power wielded by the biggest is a aphrodisiac to those retail shoppers who wish only to purchase by price.

One of Wal-Mart’s most competitive advantages is because they have the size and power to dictate pricing in almost any market. This is also a weakness because many individuals will not shop at a Wal-Mart (or any retailer who touts how big they are) primarily due to the size. These individuals would much rather pay a few dollars more, or will shop for higher quality items than what Wal-Mart offers.

Another Wal-Mart strength is the fact that they have almost unlimited capital to expend when attempting to enter a new market. This unlimited capital is evidenced by the fact that Wal-Mart purchased 85 stores in Germany before they had even opened one on their own. An additional strength would be that Wal-Mart had experience in other foreign markets having opened a vast amount of stores in Asia, Mexico and Canada.

The weakness that offset Wal-Mart’s strength in this area was the fact that the experience they had was not in Germany, or even Europe. Germany proved to be an entirely different culture than what Wal-Mart had expected, and ultimately Wal-Mart was unable to instill its brand of conservatism on the German people. Many German shoppers looked askance at Wal-Mart’s pricing philosophy and the lower end quality of the products and decided to shop elsewhere.

One other weakness Wal-Mart displayed in Germany was their focus on the bottom line. Many of the competitors in Germany were not focused entirely on the shareholders as Wal-Mart almost certainly has to be. Since the competition is mostly family owned, their focus is more on long-term relationships and loyalty. This focus is a unique concept to Wal-Mart and was likely to be a major factor in Wal-Mart’s Germanic demise.

Opportunities for Wal-Mart were as numerous as they were viable. By expanding into Germany, Wal-Mart had the opportunity to become a dominant player in Europe as well. Wal-Mart’s expansion can be compared to the Roman Empire, slowly but surely encompassing every country it enters. The end result, however, was stymied by a small country that was fiercely independent and intensely loyal to its own people, much like the people of Germany.

On the plus side of the equation, expansion by Wal-Mart is espoused, by some, to lower consumer prices, not only on Wal-Mart products but on competitor’s products as well. Since most competitors strive to maintain a client base and a percentage of their client base on purchasing not because of loyalty, but due to the price, they would probably lose some of those to Wal-Mart. Instead, they could lower their prices as well, and the beneficiaries of such a decision would be the consumer, who would be paying lower prices.

A potential threat to Wal-Mart is that the defeat they suffered in Germany will seep its way through the rest of the Wal-Mart empire causing a rift between those that wish to continue business in the same manner as it was conducted in the past, compared to those who wish to change and adapt to the ways of the future. This threat could be the most serious of all the threats to Wal-Mart because it marks a certain attitude in the Wal-Mart employees. Those that wish to push ahead will more than likely also push to implement more capable information systems and technology, while those who represent the thinking from the past will likely think that way about technology as well.
PEST Factors
The PEST tool allows for consideration of certain factors that can adversely affect business, expansion, profitability and growth. Some of those factors include political directives by Germany and other European governments that would place restraints upon Wal-Marts ability to conduct business.

Economic factors to consider would concern Wal-Mart’s almost unlimited capital compared to the focus on the bottom line. Economic factors to consider almost certainly include the fact that family-owned businesses are much more flexible in the way that profits are treated versus a publicly traded entity such as Wal-Mart.
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The social factors Wal-Mart should have considered when entering Germany included the fact that the German people pride themselves on being loyal to companies from Germany, that they are hard-working and industrious, and that they enjoy fine workmanship in products they purchase. Low prices and low quality do not necessarily sell well to the German people.

Regarding the technology aspect of the PEST tool, the technology used to track items from manufacturer to consumer is not available and, if it has not been implemented, then it should be. Integrating technology into the distribution system from ‘dock to dock’ would make sense, as well as instituting an outsourcing program that would allow for the most up-to-date technology available. The billion dollar loss sustained by Wal-Mart could have possibly been diverted towards an informational system that would have allowed for much more diverse responses to the unique issues discovered in the Germany market.
Conclusion
This case study is an attempt to discover why Wal-Mart did not succeed in their venture into the German market, and what changes could be implemented in regards to the informational systems available for implementation. The study concludes that there was a variety of factors that led to Wal-Mart’s demise;
· Flawed strategic entry into the German market whereby Wal-Mart entered via acquisitions of already failing players thus inheriting existing problems affecting these players.

· The clash of US and German cultures.
These factors may have been alleviated by the use of information technology. However, it is important to note that although the use of technology may assist in enhancing the venture, it is not the only contributing factor for example there were also the social and legal factors.

An example of such a technological venture would be the introduction of ecommerce, whereby Wal-Mart would have been able to assess the cultural climate so as to open the German buying market to a more amicable relationship with Wal-Mart. Additionally by using basic analytical tools Wal-Mart would have been able to identify that there strategy to enter into the German market was inefficient, flawed and not well planed out ( proper analysis before any attempts were made to buy a piece of the market, identification of opportunities, threats and trends ).
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