Wal-Mart Case Study

Introduction
People say that there is traditionally a belief in the USA that anyone has opportunities to succeed and obtain a great fortune in their life though own effort in the freedom nation - it is called ‘American Dream’. Sam Walton was one of the men who gained an American dream in the recent ages. 
Wal-Mart founded by him in 1962 is now the largest company in the world since they have exceeded Exxon Mobil in 2002 (Bronn, 2006 *1). Their activities often attract people through the media as a business trend today, on the other hand, the company has also been indicated the negative aspects, such as low wages, worse working condition, deficient health care or a disruption in local market (Fishman, 2006). However, although it should not be neglected to think, I strongly believe that Wal-Mart has much more advanced logistics and core competences on managing. Moreover, they have a great adaptation skill in environment power. Thus these are the reasons why Wal-Mart stays as the world number-one company. In this essay, I will examine my belief to analyse their strategies and the business environment.

Sales Achievement
Firstly, According to the most recent sales announcement ‘Wal-Mart Reports Record Fourth Quarter Sales and Earnings’ (walmartstores.com *2), they have achieved over $106 billion in the last quarter, November 2007 to January 2008. This increased in 8.3% from $98 billion which is the sales in the same period of fiscal year 2007.

In particular, the net sales of international significantly grew to 17.5% throughout the fiscal year 2008. This is the first accomplishment that sales reached $100 billion within a quarter in the retail industry. 

The main factors of big success in the sales
As a newspaper described “it is all coming together at once” (The Independent, 2008 *3), two critical strategies mainly boosted the high sales in the last fiscal year 2008. The first is that Wal-Mart made the statement which followed the slogan Sam Walton had raised in the past (The Independent, 2008 *4). Wal-Mart recently faced a hard time to increase their revenue because of competitive low price by rivals in the retail market. In addition, a tough economic trend in the world and the saturation point coming in the US also let economists expect a more customer slowdown. Even though Wal-Mart tried to target on upmarket with their high-grade products as a new strategy, it was abolished due to lower income people did not adapt to their shopping habit.   As a result, Wal-Mart set the price leadership strategy, which pursues lower costs in broad target. This grass-roots strategy led the company to the success. Lee Scott, CEO of Wal-Mart, also pointed that their decision based on customers’ monetary condition was totally right in the current economy, and they believe that it is still vital to continue in the next spell (walmartstores.com *5). 
Another point is the successful decision

on international operation. Wal-Mart has been running its international division in 13 countries and operated expansion of its subsidiaries carefully (Bronn, 2006 *6). As the figure1 (see Appendix) shows, Wal-Mart entered foreign markets by various ways so far. However, they have also quitted some of divisions because of unsatisfactory sales results. As an example of their decision, Wal-Mart ceased their German operation to sale 85 shops to a local competitor (business.timesonline.co.uk *7) as well as they left from South Korea in 2006 (news.bbc.co.uk *8). On the other hand, remaining divisions are expanding its market share in the country increasingly, such as ASDA, which is the UK operation. According to the servey from Coriolis Research Ltd in New Zealand (www.coriolisresearch.com *9), ASDA has constantly increased its market share after the acquisition by Wal-Mart in 1999. Then, they are now in the second supermarket by having beaten Sainsbury’s since 2003 (Figure2). Furthermore, As Andy Bond (ASDA’s CEO) spoke, they are also adopting the price leadership strategy involving their competitive environment against inflation (walmartstores.com *10). In other word, ASDA compromised with customers’ willingness with diluting their risks by sharing it with competitors. This negotiation can be reasonable for both if the economic factor as a general environment is common pressure. Consequently, the strategy resonated with customers and Wal-Mart could

achieve such a high growth in sales beyond the expectation by experts.

Environment analysis
The background of their success can be examined by using a PESTLE analysis or Porter’s five forces analysis. These are very effective tools to study about the power balance between organisation and each environment factors: political, economic, socio-cultural, technological, legal and environmental as macro-level (PESTLE): or competitors, suppliers, buyers, new entrants and substitutes as micro-level (Porter’s five forces). And also it is recognised as an important measurement of competence in the company. This is because its profitability made by inputs and outputs depends on the level of five forces, and to understand how these are positioned strongly affects managers’ right decision-making (Boddy, P84, 2005 *11). In this case of Wal-Mart, I focused it on by Porter’s five forces analysis, and it seems that they have much stronger pressure on their suppliers and potential entrants, by contrast there are lower forces to buyers and competitors, and the threat of substitutes might occur out of their control.
Bargaining power
Regarding bargaining power, Wal-Mart can control a quantity to order and it is also easy to switch to new suppliers. For instance, Wal-Mart requires purchasing an abundance of goods from wholesalers to cover their mass consumption. Its share reaches around 20% to 30% in several groups of consumer-product (Boddy, 2005 *12).

As a result, suppliers tend to rely on more Wal-Mart’s large ordering. In fact, Andy Bond, ASDA’s chief executive, commented “We will be aggressively rolling back prices by focusing on reducing our costs. We will also be challenging our suppliers to do the same” (The Independent, 2008 *13). Therefore Wal-Mart has a big advantage on the bargain with suppliers and high profitability in their business. Conversely, buyers (customers) have the initiative in choosing the place to purchase. This is because other competitors, such as Carrefour, Kmart, Tesco, or Amazon, also offer similar consumer-products, and consumers are allowed to pursue lower prices. Then it is likely to be more comparable prices and lower profitability. Therefore, Wal-Mart cannot take the bargaining power from buyers easily.
Competitors & new entrants
There are normally several large competitors in each regional market in the retail industry. Despite not so many rivals, they are fighting in an intense price battle to attract consumers. Moreover, the product similarity allows consumers to switch shops easily, because they tend to choose their products more cheaply and conveniently. For example, if compared Wal-Mart’s Gross Profit Margin (GPM, Revenues – Cost of Sales / Revenues) with the average of GPM in the retail industry, Wal-Mart, 3.40% (walmartstores.com *14) is 0.9% lower than the average of retail industry, 4.29% (www.bizstats.com *15). Therefore their high rivalry

is likely to bring Wal-Mart lower margins and profitability. However, against new entrants, they have quite high barriers. It is mainly a huge infrastructure required, such as a vast land or distribution channels, and brand loyalty is also essential. Furthermore, its operation does take a long-run to achieve economies of scale. Therefore, Wal-Mart can be threatened by only some giant enterprises, which can enter by acquisition. It is the same as they have entered foreign markets so far. For example, Wal-Mart purchased ASDA, which had had 230 branches in the UK, for £6.7 billion in 1999 (news.bbc.co.uk *16).

Substitutes
Substitutes, which are similar usage materials or are replaceable to new technologies, can be extra pressure either on others or on the company, such as the Internet or new invention. This can be a sudden and unavoidable thing, hence it seems to be higher danger for the company. As an example of the force of substitute which also relates with new competitors, the case of iTunes store can be referred. iTune store, which run by Apple inc., entered Wal-Mart’s competitors as a music retailer in 2003. They have sold download music and movies with low prices and a simple procedure. Moreover, they have also offered the products adopted the high quality file format ‘Apple Lossless Audio Codec’ which is well compatible with the innovative product iPod. As a result, customers tended to switch their shopping habits and iTunes store

has gained great popularity. Finally, iTunes store became the first music retailer in the USA beyond Wal-Mart within only 5 years (Apple, 2008 *17). Therefore, Wal-Mart may be threatened when the new substitutes emerge, and if the threat of substitutes is high, their profitability will be lower.

SWOT analysis
In order to analyse Wal-Mart more deeply, using SWOT analysis will be utilised. This tool is originally for planning strategies by searching out four factors based on a PESTLE analysis and Porter’s five forces analysis; the internal strengths and weaknesses and the external opportunities and threats (Boddy, 2005 *18). In other words, to have the internal strengths and the external opportunities must be company’s advantages on their business environment. Therefore, optimising them as much as possible will contribute as the core competence for the company. By contrast, to maintain the internal weaknesses and the external threats are obviously disadvantages against their competitors. Therefore, improving them as much as possible can also make the company more stable. In the case of Wal-Mart, it seems that they tend to have more initiative because of sufficient strengths and opportunities (Figure3).

Strengths
Some of the internal strengths of Wal-Mart can be said to be its tremendous scales, such as a huge infrastructure, an enormous capital and dominant market shares. These backgrounds enable them to monopolise on the market environment.

Weaknesses
Because

of the vast volume of organisation, it is likely to be less flexibility or less swiftness in their action or transaction. As well as their products aim to cover general needs, therefore their inventory lacks for specialty, and inefficiency of overstocking can occur due to a huge space to display.

Opportunities
There are still potential retail markets for global expansion, especially in developing countries, such as China, Brazil or India. As well as Wal-Mart also has possibilities to enter the new industries, e.g. catering, service or entertainment, by using global name recognition.

Threats
As a PESTLE analysis view, an occurrence which comes from out of the environment can be more harmful to the company, such as an energy crisis, a recession, the new technologies or new taxation. In addition, the images which might sound unethical, such as acquisitions, low wage or low product quality, may cause serious damages as a bad-reputations.

Sustainability 360
Wal-Mart has also taken the new environmental strategy called ‘Sustainability 360’. This project involves whole of people who are in the business environment, in particular suppliers take a key factor on its process. The programme was divided into 6 paths as steps to the goal, and each closely relates with social and ethical issues. The goals are set to challenge to remove non-renewable energy and to create zero waste from the products they sell as 

‘Global Innovation Projects’ (walmartstores.com *19). As Scott emphasised “we think there is real potential here to do the right thing not only for our business and for our suppliers, but also for our customers and the environment.” (walmartstores.com, *20), they pursue towards to the slogan ‘to save people money so that they can lead better lives’ by reducing wasteful supplies together. Therefore, supports from supplies will encourage in sustainability 360. In addition, because of the high bargaining power by Wal-Mart, it can be easier to progress it.
However, the implication of this strategy can be guessed difference from an idea people usually think. This is because even though Wal-Mart intends to achieve the numerical reduction in energy use, another intention might also be that to take an ethical action appealingly can bring the company clean corporate images and a great credit. They then know that a social trust indirectly boosts their sales in the long term. This uniqueness can be said to be a differentiation strategy, which is difference from the price leadership strategy, as Wal-Mart’s competitive advantage. Therefore, in fact, Wal-Mart is having two powerful strategies as their core competence.

Conclusion
In conclusion, Wal-Mart has rapidly grown in their sales achievement as well as the scale of organisation extremely with the economic growth in the USA. Their core concept “Every Day Low Price” by Sam Walton is still being raised

as the symbol of Wal-Mart, and the company today continues expanding based on the same idea. As a result, they have reached their quarterly sales to over $100 billion that no one had ever done in the retail industry in the latest sales report. As the reasons of success, two right decision-making; the price leadership strategy, which looked back their low price slogan, and international operation, which adapted to an inflationary economy, resulted in their milestone. 
In order to analyse Wal-Mart’s business environment more deeply, a Porter’s five forces and SWOT analysis can be used. Accordingly, the relationship between Wal-Mart and its competitive environment may describe that: Wal-Mart has a dominative bargaining power against suppliers because of a volume purchases, and also high barriers to potential entrants Oppositely, they are threatened from buyers and competitors due to a lower profitability, and also from substitutes which is fatal potentially. These results can transfer to SWOT analysis to classify into strengths, weaknesses, opportunities and threats. Although weaknesses and threats exist, Wal-Mart seems to be relatively blessed with its strengths and opportunities. 
Their green strategy was also set based on their influence within the environment. Wal-Mart needed to correspond with social, especially suppliers under the sustainability policy. Therefore, to be supported by suppliers will enable Wal-Mart to succeed in Sustainability

360 that also contributes a good reputation. Thus, Wal-Mart is actually taking two types of strategies, the price leadership strategy and also the differentiation strategy.

Recommendations
As recommendations, there are still some strategies remaining. Although Wal-Mart has sometimes been criticised their activities so far, it may be better to challenge more ethical issues for them, such as poverty, education, globalisation, and so on. Theses likely to be effective not only to sweep out the negative images, but also to be able to support profit indirectly. Another point is that executing a diversification strategy instead of market penetration strategies. Diversification is to enter the new market with new products developed and market penetration is to increase their sales and customers within existing market (Chaffey, p243, 2007 *21). Wal-Mart has basically expanded an existing market so far, therefore as the new step, diversification strategy can be recommended, as Apple has done and succeeded in the retail market. So, it is almost time to issue the sales report in the first quarter of fiscal year 2009. The report will hopefully show us something new surprises. 
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