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Introduction
The retail industry in the United States today can be very profitable to the market leader.  But for the rest, competition is fierce, and as we have seen in the past, can lead to bankruptcy.  One example of this is the battle between the two biggest players in the general merchandise retail chain industry: Wal-Mart and Kmart.  Wal-Mart’s yearly revenues are $220 billion, while Kmart filed for bankruptcy on January 23, 2002 (Businessweek.com).

The big players in the discount retail market are Wal-Mart, Kmart, and Target.  Customers of these stores are looking for convenient shopping, with a variety of merchandise under one roof, at low prices.  These retailers must be able to differentiate themselves in order to become a consumer’s first choice.  In order to do this, Wal-Mart offers huge stores with consistently low prices, Kmart has partnered with designers such as Kathy Ireland and Martha Stewart, and Target has become the place to find fashionable items and brand names, such as Mossimo, at low prices.

This report will detail the reasons for Wal-Mart’s success and Kmart’s failure in the retail industry. It will explore the overall characteristics of the discount retail industry and its numerous members, the capabilities of Kmart and of Wal-Mart, and an analysis of the two companies specifying why each company is at their respective ends of the business success spectrum for discount retailers.

Industry Outline

Many factors make retailing in today’s market very competitive and risky.  One is that superstores and bargain retailers are overbuilding across the United States. It is estimated that Wal-Mart is building 428 new stores in 2002, while Target is opening 85 (retailindustry.about.com).  This not only causes too much competition, but also forces smaller stores to go out of business.  Internet sales and direct marketers have taken away from retail sales.  In response, Wal-Mart and Kmart have opened their own websites, WalMart.com, and Bluelight.com, respectively, to help them compete in the online market.

Another factor that can make a retailer more popular is a courteous and helpful staff.  The wages paid to employees by retailers was an average of $9.77 in 2001 (retailindustry.about.com).  The spending on workforce is mostly limited to wages, health benefits, and short training periods.  However, investing in this area is crucial to the success of a business, because employees can be the defining factor between a costumer’s satisfaction or dissatisfaction with a business. “Retail sales force productivity is an important concern for retailers, especially in a recession. High employee turnover is costly for a retailer because of additional training costs and reduced operating efficiency” (Ernst & Young). Consistent interaction with an unprofessional staff is enough to make a customer change to another retailer in the area, so experienced sales people are a very valuable resource for retailers.

A key component of the success of a huge retail chain, such as Wal-Mart and Kmart, is the optimization of supply-chain and inventory management systems.  Deficiencies in these areas can cause high inventory costs.  While the products are stored in inventory, accumulating costs, they are probably needed on the shelves in the store.  Orchestrating the system so that inventory arrives just as it is needed can lead to significant reduction in inventory costs for retailers, and also the cost of losing customers to competitors.

Wal-Mart mastered this area, creating a point-of-sale system.  Through this satellite communications network, every item purchased at a Wal-Mart store is scanned and stored in a database, which directs the store to replenish this item and to purchase more stock from the supplier.  The new product is shipped to the store and on the shelf in less than 36 hours.  This system also schedules preventive checks in the system.  

Through this system, Wal-Mart receives bids from prospective suppliers online, and builds a strong relationship with them.  Through their database system, suppliers are able to see when to increase or decrease production to meet the retailer’s needs.  Wal-Mart’s system is so widely recognized that when they identify their most reliable suppliers, suppliers gain respect in the retail industry.

On the other hand, Kmart was hesitant to invest to upgrade their supply and inventory management system.  Instead, they fixed existing problems, but never the overall system, which caused them to declare bankruptcy. Kmart stores are frequently under stocked, and customers are often annoyed with items that are advertised as discounts, but are not available at the store when they go to purchase them.

Another important component in the retail industry is pricing.  Retailers that have come out on top have turned away from marking down items because this causes sharp increases and decreases in price, also contributing to the difficulty with managing inventory.  With “on sale” items, many times customers come to a store to find that an item has sold out rapidly.  This causes bad faith among consumers, and they are more likely to give their business to someone else in the future.

Michael Porter’s Five Forces Model uses five criteria to analyze industries based on five factors.  These are level of rivalry, power of suppliers, power of consumers, threat of substitutes, and threat of new entrants (Griffin 233).  Using these to examine the retail industry gives an idea of what retailers can do right or wrong to make their business successful.

Firstly, the bargaining power of suppliers determines the amount of flexibility retailers have when dealing with their suppliers.  If their suppliers are few, and very unique, retailers have to work around their specifications.  However, in the case of bargain retailers, suppliers are usually the ones at the mercy of the buyers, because they are competing with many other suppliers for shelf space.  The switching costs for a retailer are not high.  For example, in the case of Wal-Mart, those suppliers who do not live up to Wal-Mart’s point of sale system are replaced.  As stated above, Wal-Mart is powerful enough that it makes suppliers recognized when they do good business, and it can switch suppliers at its convenience when they are not living up to their expectations.  When discussing trends and the future of the retail industry, Ernst & Young predicts that:

“Retailers who have consistent cash flows and relatively conservative balance sheets will be able to acquire handfuls of stores and become more dominant within their respective industry segments and ever more demanding of their vendors and suppliers for better terms, delivery times, and assortment, all the while challenging them with reduced shelf space at the retail level.”

As stated above, the bargaining power of consumers is very high.  Retailers buy such great amounts of products that sometimes they can make or break a supplier.  Consumers of bargain retailers are very price-sensitive, so suppliers have to keep prices down in order to succeed.  Many bargain retailers have their own brands that compete with name-brand products on price, and are juxtaposed with products of higher prices, so another threat for suppliers is the buyer’s capability to integrate backwards.

The threat of new entrants is fairly low in the bargain retailing industry because barriers to entry are so high in terms of capital, investors, and competition.  Retailers have hundreds of stores open nationwide in their chains.  The huge amounts of capital necessary to compete in this industry would take a potential competitor a very long time to accumulate.  Also, although the switching cost to consumers is very low, many consumers are loyal to the retailers they currently frequent, so a new entrant to the industry would have to have significant competencies, mainly in price, in order to lure consumers into their stores.

Retailers compete in areas such as marketing, service, pricing, quality and quantity of products, and ability to compete with new technology in the industry. While the threat of substitution in bargain retailing is made up mainly of price and quality concerns, inability of stores to keep their shelves stocked, their stores clean, and a pleasant environment can also cause their downfall.

Competitive rivalry between existing players is the most pressing issue today in the bargain retail industry.  Competition is so intense that retailers have to keep innovating in order to survive in today’s weak economy.  They must choose areas they are most competitive in, and hedge those that are too costly to continue operating.  “In the current recession, more consolidation should occur as many weak operators liquidate or close and sell unprofitable stores” (Ernst & Young).  After it declared its bankruptcy, Kmart stated it would close about 350 of its stores (Washingtonpost.com).  Since most of the competition among these retailers is price-related, they must find another niche to focus on, which they can be recognized for.  The retail industry is presently oversaturated, and this causes consumers to be very likely to switch between retailers very easily if their needs are not met. 

When examining the strengths of the bargain retail industry, the greatest strength a retailer can have is low prices.  Also important are the retailer’s core competencies.   These can consist of a pleasant shopping experience, a niche with certain ethnic groups, etc.  A well-trained staff is crucial to these competencies.  The ability to manage inventory well is also one that will save retailers a lot of money.

The inability to do these, are their main weaknesses.  Other weaknesses include expanding too much, instead of consolidating and using resources wisely; not establishing good relationships with suppliers; and not establishing a company image that will be recognized by the public.

Kmart’s Capabilities

J. Adamson, Chairman and Chief executive officer (2002) wrote in his letter to Kmart Shareholders: “…fiscal 2001 was the most tumultuous and challenging year in Kmart’s long, proud history.  On January 22, 2002, following an extremely disappointing holiday season and the resulting rapid decline in its liquidity, Kmart Corporation and 37 of its U.S. subsidiaries filed voluntary petitions for reorganization under chapter 11 of the federal bankruptcy laws.  Since then, with a new management team and a renewed sense of purpose, we have been moving aggressively to reorganize and reposition the Company.” 

Kmart has been around for a long time.  It was incorporated on March 9, 1916, by S. Kresge and run as The S.S. Kresge Corporation.  The first discount store named Kmart was opened in 1962 in Garden City, Michigan.  Over its existence Kmart has grown into a large corporation and maintains an important role in the discount retail industry.  There are 2,114 discount stores in the United States, Puerto Rico, U.S. Virgin Islands, and Guam. Some of the stores are named Super Kmart Centers.  They are open 24 hours, seven-days-a-week.  Big Kmart was another type of discount store. It was introduced in 1997.  It was better organized and more convenient.  Below is a map of all Kmart stores in the United States.  Most of them are located on the East coast of U.S.
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As shown in the following table, the trend in opening new Kmart stores was growing until 1995 when it starts to decrease. 
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Kmart Fact Book (2000)
Kmart was concentrating on selling general merchandise and grocery.
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Kmart Fact Book (2000)

Kmart employed about 234,000 people.  Roughly 180 million customers shopped in Kmart. Typical customers were women with children and an annual family income of $20,000 to $60,000.
Core Kmart Shopper Demographics

	Female
	65%

	Average Age
	46

	Kids < 18 in Household
	41%

	Average Household Income
	$38,000

	Employed Full-Time
	36%


Kmart Fact Book (2000)

What are the reasons that cause this large company to go bankrupt?  Is it the economy or the way its managers operated the organization.  When the problem started, could it be avoided? Let’s examine the company environment, mission, goals and strategies.

 “Understanding the environment is essentially the first step in planning” (Griffin, 2002, Pg. 196).  When Kmart began its success the external environment was not as complex.  Customer expectations were different then they are today.  People expected less expensive and good quality products, and Kmart knew how to give it to them. The market changed through the years. Peoples’ financial situations improved significantly, and their expectations changed. Many different companies started to compete in the same market as Kmart.  Additionally, the Internet had a big impact on the retail industry and companies who did not know how to keep up with these changes started to become less profitable.

The mission statement is very important for an organization. It underlines the company’s purpose and direction.  Kmart’s mission is to “become the discount store of choice for middle-income families with children by satisfying their routine and seasonal shopping needs as well as or better than the competition” (Kmart Fact Book, 2000).

Goals are also very critical to an organization. They are the step-by-step process that a company follows to achieve success. In Kmart, goals were stated very clearly.  Some of the company goals were to improve technological infrastructure and information system used in stores, convert old Kmart stores to new Big Kmart format, and increase market to new locations: Chicago, Kansas City, and St. Louis, and open more Super Kmart Centers. Additionally, Kmart planned to build a new, “state-of-art” data center for their corporate headquarters and focus on urban markets.  To achieve these goals the company had to review its strength and weaknesses, and carefully overview the external environment.

A SWOT analysis is usually the starting point for developing an organizational strategy.  By performing this analysis an organization is able to identify internal strengths and weaknesses and external opportunities and threats.  Once the areas have been identified, the organization can begin to exploit its strengths and opportunities and correct its weaknesses and threats.  Geographic diversification is definitely Kmart’s strength.  Stores are located in 50 states in the United States, Puerto Rico, Guam and the U.S. Virgin Islands.  The weakness is in the technological infrastructure.  Kmart still uses old technology, which slows all daily business operations.  The threats are clearly competing retail stores like Wall-Mart, Target, and other retail stores.  They provide less expensive and better quality products for consumers. Kmart’s management sees its opportunity in customer needs and expectations. 

The right strategy is very important for company to accomplish its organizational goals and to grow.  Until 1999, Kmart focused on Porter’s overall cost leadership strategy.  Its customers were average people with low to average income.  Customer satisfaction was also one of the main components of the Kmart strategy.  All of the bonuses were based on customer satisfaction score.  Kmart also used a merchandising strategy.  These strategies were design to increase customer’s frequency of buying in the store, which caused increase in sales and productivity. These strategies helped Kmart to stay on the top of retail industry for many years.  Kmart concentrated on “protecting its current market and maintaining stable growth and serving current customer” (Griffin, 2002, Pg. 236).  Their main focus was on “how the product attributes meet customer needs in a low-cost and effective manner” (Griffin, 2002, Pg. 240).

Here are statistics from 1997 that shows Kmart situation on the retail market.

1997 Discount Retail Industry Market Share
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1997 Operational & Performance Statistics

	
	Kmart
	Wal-mart3
	Target
	JC Penney
	Sears5
	Discount Store Average

	Sales per Selling Square Foot
	$2111
	$355
	$234
	$210
	$318
	$264

	Comp Sales Growth
	4.8%
	6.1%
	6.0%
	(0.3)%4
	2.3%
	5.3%

	EBIT Margin
	2.8%2
	5.5%
	6.3%
	6.7%
	8.8%
	4.8%

	Total Selling Square Footage (millions)
	1511
	332
	87
	158
	95
	N/A

	Total Stores
	2,136
	3,406
	796
	3,981
	3,530
	N/A

	Earnings per Common Share (Continuing Income)
	$.51
	$1.56
	N/A
	$3.12
	$3.03
	N/A


As shown above it is clear that Kmart’s management was doing a good job for many years.  Over these years the environment changed.  Unfortunately, Kmart did not follow these changes.

The year 2000 brought many challenges to the Kmart management.  They could not compete with Wal-Mart on price level.  The quality of the products was not as good as Target’s, for example.  They tried to differentiate and developed a new market strategy to overcome these problems.  They changed their management team to incorporate these changes and reorganize the company.  “Chuck Conaway, Kmart’s chief executive officer, promised that the nation’s second-largest discount retailer would re-emerge ‘as stronger, more dynamic, more profitable enterprise with a well-defined position in the discount retail sector” (Floyd, 2002).  His three strategies to improve sales and marketing are:

1.  World-Class execution - tried to improve execution in everything they do.

2.  Customer-Centric Culture - focused on the customer as its top priority.

3.  Sales and Marketing Opportunities - followed aggressive movement to achieve distinct market position.

(Kmart Corporation 2000 Annual Report)

At that time Kmart’s management chose Porter’s differentiation strategy to distinguish itself from its competitors.  Products were designed for home and family members.  Designers like Martha Steward, Jaclyn Smith, Kathy Ireland, Sesame Street, and Route 66 are some of the brands that offer their products in Kmart stores.  They changed their strategy from offering low prices to temporary price markdowns and used a marketing strategy, product promotions, to bring back customers. Still, all efforts did not produce the results that Kmart management team planned.  In February 2001, Kmart started a strategic alliance with Fleming Company, Inc.  They were supplying all food products distributed in Kmart stores.  Recently they cut off shipments because Kmart did not pay $78 million owed to Fleming. On January 22, 2002, Kmart filed for bankruptcy.  On March 20, 2002, Kmart closed 283 stores located in 40 states and in Puerto Rico, which constitutes 13% of all of its stores.

Reasons for failure:

1. Below-plan sales and earnings performance in the fourth quarter.

2. Competition.

3. Unsuccessful sales and marketing initiatives.

4. Continuing recession.

5. Resent capital market volatility.

6. Continuing recession.

(Kmart Corporation 2000 Annual Report)

Additionally, the Kmart culture was not developing through the years. “At Kmart, in contrast, the culture is quite weak, the management team changes rapidly, and few people sense any direction or purpose in the company” (Griffin, 2002, Pg. 167).

Kmart tried to fight its problems by changing its marketing strategy to a strategy that will be based on promotions and continue Porter’s differentiation strategy. To fix all of their problems they planned to focus on:

1. Fixing the supply chain

2. Improving marketing effectiveness

3. Making food world-class

4. Reduce SG&A

5. Improving bottom 250 stores

(Kmart Corporation 2001 Annual Report)

Kmart tried to position itself "as the authority for what moms value by offering exclusive brands that will differentiate Kmart from its competitors" (Floyd, 2002).  Kmart’s management is working on developing strategies to strengthen financial performance. To do so they developed the following strategies:

1. Invest in merchandising and marketing, offer exclusive brands that will differentiate them from their compatriots, Porter’s differentiation strategy, including Martha Steward merchandise, Jaclyn Smith, Kathy Ireland, Disney, and Sesame Street.

2. Maximize efficiencies and service capabilities by optimizing supply chain.

3. Evaluating performance of every store and lease.

4. Reduce annual expenses by staff reductions, office consolidation, closing some Kmart and Kmart Super Centers, Porter’s overall cost leadership strategy.

5. Redefining information technology.

6. Restructure supply chain operations:

i. Reconfiguration of distribution center network (new facilities)

ii. Implementation of new operating software(increase productivity and efficiency  and reduced labor cost).

(Kmart Corporation 2001 Annual Report)

Their goals are to increase their profit approximately $5 per year.

KMART CORPORATION

CONSOLIDATED BALANCE SHEETS

	(Dollars in millions)
	January 31, 2001
	
	January 26, 2000

	ASSETS
	
	
	

	Current Assets:
	
	
	

	Cash and cash equivalents
	$     401 
	
	$     344 

	Merchandise inventories
	6,412 
	
	7,101 

	Other current assets
	811 
	
	715 

	Total current assets
	7,624 
	
	8,160 

	
	
	
	

	Property and equipment, net
	6,557 
	
	6,410 

	Other assets and deferred charges
	449 
	
	534 

	TOTAL ASSETS
	$  14,630
	
	$  15,104

	
	
	
	

	LIABILITIES AND EQUITY
	
	
	

	Current Liabilities:
	
	
	

	Long-term debt due within one year
	$      68 
	
	$      66 

	Trade accounts payable
	2,288 
	
	2,204 

	Accrued payroll and other liabilities
	1,256 
	
	1,574 

	Taxes other than income taxes
	187 
	
	232 

	Total current liabilities
	3,799 
	
	4,076 

	
	
	
	

	Long-term debt and notes payable
	2,084 
	
	1,759 

	Capital lease obligations
	943 
	
	1,014 

	Other long-term liabilities
	834 
	
	965 

	Convertible preferred securities
	887 
	
	986 

	Common stock
	487 
	
	481 

	Capital in excess of par value
	1,578 
	
	1 ,555 

	Retained earnings
	4,018 
	
	4,268 

	TOTAL LIABILITIES AND EQUITY
	$  14,630
	
	$  15,104


(Kmart Corporation 2001 Annual Report, 2001)

Based on this report we can determine Kmart’s financial strength and predict future performance of the company.  The solvency measure shows if the firm has the financial resources to meet short-term obligations.  Kmart’s solvency measure in 2000 was 3,751 and increased in one year to 7,260.  That shows that Kmart had and still has problems but it is increasing its profitability.  Current ratio in 2000 was 1.94 and it increased to 12.6 in 2002. The quick ratio, which provides an estimate of company’s most liquid assets, was 0.3 in 2000 and it increased to 3.3 in the next year. This shows that customers are buying more Kmart product. After reviewing the Operation Income statement it is clear that the company is in trouble. The operating margin is negative: -2,428. This proves that the company is no longer profitable.

The decision about filing for bankruptcy was made by Kmart’s management after the fourth quarter of the 2001, followed by an extremely poor holiday season.  In order to succeed Kmart will have to redefine itself among competitors and find a new place in the retail industry.  The goal is not easy and based on many factors, but the management team of Kmart sees their future bright regardless of their present situation. 

Wal-Mart’s Capabilities

Wal-Mart Stores, Inc. operates discount department stores, warehouse membership clubs, and superstores in the United States and nine other countries.  Stretching itself across the broad general merchandising and retail segment, Wal-Mart sells such diverse products as family apparel, household items, health and beauty products, household needs, electronics, toys, fabrics and crafts, lawn and garden, and jewelry.  In addition, some Wal-Mart stores offer pharmacy departments, snack bars and restaurants, tire and lube centers, vision correction centers, and one-hour photo processing.

The company has subdivided itself to focus on various functions of its business operations.  Wal-Mart’s flagship business is its retail division and is composed of Wal-Mart Discount Stores, Wal-Mart Supercenters, SAM’S Club, Wal-Mart Neighborhood Markets, Wal-Mart International, and Walmart.com.  Meanwhile its specialty division is composed of Tire & Lube Express, Wal-Mart Pharmacy, Wal-Mart Vacations, and Wal-Mart’s Used Fixture Auctions.


Wal-Mart discount stores sell general merchandise at low prices while implementing both cost-cutting and customer-service priority strategies.  Expanding on the success of these stores, Wal-Mart has created ‘supercenters’ with full grocery departments built into them.  Customers seeking one-stop shopping are attracted to the supercenters, which combine both grocery shopping and discount general merchandising under one roof.


SAM’S Club is a members-only warehouse club for both businesses and individuals.  It depends on high volume to compensate for narrow profit margins stemming from the warehouse-based prices.  SAM’S Club stores have a diverse inventory of food products and frozen foods, auto supplies, small building equipment, candy and snack items, computers, janitorial products, and office equipment.  SAM’S Club also sells televisions, VCR’s, camcorders, home appliances and furnishings, watches and jewelry, sheets and towels, and designer clothing.


Wal-Mart neighborhood markets combine groceries, pharmaceuticals, and general merchandise all into one store.  Usually they are located alongside Wal-Mart supercenters and offer fresh produce, deli foods, fresh meat and dairy items, health and beauty products, photo developing services, drive-through pharmacies, stationery and paper goods, pet supplies, and household chemicals. 


The Wal-Mart International segment oversees the operations of Wal-Mart stores worldwide in such places as Argentina, Brazil, Canada, China, Germany, Mexico, Puerto Rico, South Korea, and the United Kingdom.  The division has greatly benefited from rapid overseas growth and broad consumer acceptance.  These businesses are run similar to U.S. operations but are also tailored to the countries and cultures in which they operate.


Walmart.com, the online segment of Wal-Mart, features a large selection of merchandise, friendly service, and low prices.  The operation taps into the vast resources of the Internet to allow customers to purchase items online and have them shipped to their door.  Based near California’s Silicon Valley and away from the corporate headquarters in Bentonville, Ark., Walmart.com strives to bring the culture and philosophy of the Wal-Mart franchise onto the Internet.


The Tire & Lube Express Division (TLE) endeavors to provide superior customer service and fast, accurate, and dependable tire and lube service.  It is one of the fastest growing divisions of Wal-Mart and has grown 800% in the past ten years.  Currently it has more than 1,300 locations in more than 40 states.


Wal-Mart pharmacies strive to provide customers with quality medicines and service at fair prices.  Not limited to being only combined with Wal-Mart discount stores, Wal-Mart pharmacies are also present in some SAM’S Clubs, neighborhood markets, and even in a number of medical facilities.  Wal-Mart pharmacies also have drive-through windows at newer neighborhood market stores.


Two additional members of the Wal-Mart specialty division are Wal-Mart Vacations and Wal-Mart Used Fixture Auction.  Wal-Mart Vacations provides low prices on cruises, vacation packages, car rentals, hotels, theme park tickets, and resorts.  Wal-Mart Used Fixture Auction is a department that handles the resale of store fixtures and equipment for reuse in other locations.  The auctioning off of items is sometimes limited to inside the corporation and at other times the auctions are open to the public.  Everything from glass showcases and freezer doors to trash compactors may be available at Wal-Mart surplus auctions.


There are many essential functions in the operations of a merchandising business and one of those that must be managed successfully is supplying stores with the goods to sell.  Wal-Mart uses global sourcing of its supply chain to keep products flowing into its stores.  However not every company can become a Wal-Mart supplier; each one must pass certain financial standing requirements in addition to in compliance with Wal-Mart’s ethical standards.  All suppliers must abide by the legal requirements and standards in the countries in which they do business.  This includes labor, employment, environmental, and health and safety laws.  If local industry standards exceed the country’s legal requirements, Wal-Mart expects its suppliers to follow the higher standards.


These standards address areas such as child labor, fair compensation, forced labor, working hours, discrimination, workplace health and safety, and environmental concerns.  Regarding child labor, Wal-Mart does not allow its suppliers to use children in the manufacturing of the products it sells.  Suppliers must assure that their factories do not employ persons younger than 15 years of age, or 14 in certain countries.  Production facilities also must ensure that employment is on a voluntary basis and that no forced labor takes place.


Wal-Mart’s suppliers need to fairly compensate their workers with wages and benefits in compliance with local laws.  Working hours are also required to be reasonable and when overtime occurs, proper compensation must be given to the employees in the form of overtime pay.  Workers should also receive a reasonable amount of personal and sick leave.


Factories used by suppliers must have a social and political commitment to basic human rights and must not discriminate against employees in their hiring procedures or any other term or condition of employment on the basis of race, color, national origin, gender, religion, disability, personal beliefs or other similar factors.  Wal-Mart will not do business with any supplier that fails to assure that its factories provide a healthy and safe work environment safe, adequate first-aid facilities, fire exits, safety equipment, properly lit and comfortable workstations, clean restrooms, and adequate living quarters where necessary.  Workers should also be trained to perform their jobs safely and not be harshly disciplined either mentally or physically.


Wal-Mart requires that its suppliers reduce excess packaging and use recycled and non-toxic materials whenever possible.  Compliance with Wal-Mart's Supplier Standards is reviewed against a five level assessment system (pass/probationary/pending denial/pending fail/fail) by on-site visits, accounting audits, and personal interviews.  The aim is to identify areas of non-compliance with Wal-Mart’s supplier standards, educate suppliers about Wal-Mart’s concerns and policies, and cause supplier factories to make corrections required to meet Wal-Mart’s standards.  Ethical standards exist for suppliers because it is the right thing to do and the conduct of affiliated companies impacts the reputation of Wal-Mart with its customers and shareholders.  The majority of Wal-Mart suppliers passed the operating standards with 10 percent on probation and another 30 percent on pending denial.
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Results of Factory Audits Conducted During Fiscal Year Ending 2001
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Grand opening of the first Wal-Mart in 1962


Sam Walton started the company with the construction of the first Wal-Mart in Rogers, Arkansas back in 1962.  He founded Wal-Mart on the philosophies of excellence in the workplace, customer service, and always having the lowest prices.  Always respecting the individual, providing quality service to customers, and striving for further excellence are the three cornerstones that have carried Wal-Mart from a single retail store to today’s worldwide annual sales of over $200 billion.  Sam was never satisfied if prices were as low as they needed to be or if a product’s quality was as high as required; he believed in the concept of striving for excellence before it became a fashionable concept.  And although Sam Walton passed away in 1992, Wal-Mart has continued to uphold his high expectations.


Almost five years ago the company set a “total shareholder return target” of 15 percent.  And although Wal-Mart did not achieve that goal in the last fiscal year, the compound annual return has averaged 17.9 percent since the goal was set.  Wal-Mart has another stated goal of growing earnings at a rate equal to or better than sales.  The last year was a very challenging period in the retail sector and Wal-Mart was not able to meet their stated earnings-growing goal, however the company did end the year with improved earnings momentum (9 percent over the year-ago quarter).


Wal-Mart currently owns 1647 discount stores, 1066 supercenters, 500 SAM’S Clubs, and 31 neighborhood markets in the United States.  Internationally, Wal-Mart has an additional 648 discount stores, 455 supercenters, 64 SAM’S CLUBS, and 3 neighborhood markets.  That brings the combined store count to 4414 new stores worldwide.  In fiscal year 2002, which ended January 31st, 2002, Wal-Mart had net earnings of $6.67 billion on net sales of $217.8 billion.


Wal-Mart’s focus on both price and quality has trounced competitors like Kmart and is holding up well against Target.  Although Kmart attempts to differentiate itself with price and specialized products like the Martha Stewart brand, Wal-Mart has the ability to match Kmart on price and beat it on service and quality.  Target, with a reputation as a stylish discounter for having designer products, has so far not been able to defeat Wal-Mart’s appeal to the mainstream public.  Friendly sales associates, a broad assortment of quality merchandise, well-designed stores, low prices, and its brand name are all strong assets for Wal-Mart today and should serve the company well in the future.

Conclusion


Kmart is continues to fall below the performance of its numerous competitors in the discount retail industry. They are struggling to compete on product quality and price. They lack a popular, attractive corporate image among the public. Kmart hesitated to improve technology in their businesses as the environment changed, resulting in a lack of productivity and efficiency in comparison the more advanced competitors like Wal-Mart. Kmart is unable to effectively motivate its employees due to its rapidly changing management staff and the increasing employee turnover rate. Employees do not have the job security and opportunities the need to be motivated properly. Kmart even lacks the capital to compete with store growth at the same level as Target and Wal-Mart, and their debt has become unmanageable, leading to Kmart’s filing for bankruptcy. While their goals and mission statement are good, they lack the ability to successfully implement these goals both at the management and at the operational level throughout the organization.


Wal-Mart, however, is a leader in the discount retail industry. They maintain an enjoyable and motivated staff of employees, which directly impacts the satisfaction of costumers’ shopping experience with friendly and helpful employees. Wal-Mart also leads the industry in supply chain and inventory management. They developed a new point-of-sale vendor managed inventory system called Retail Link to increase productivity by allowing manufacturer’s to directly monitor the inventory and sale status of their products in every store across the United States, restocking Wal-Mart stores quickly and in time to meet consumer demand changes. They also manage the environment relationships with manufacturers carefully, utilizing a set of ethical business and environmental standards every supplier must meet to conduct business with Wal-Mart stores to maintain Wal-Mart’s good reputation. Wal-Mart has increased to a point where they can determine what manufacturers produce and where to sell the products. They have become the dominant member to the manufacturer to consumer product supply chain. Wal-Mart also develops innovative new strategies to increase the enjoyment of the conusmers’ shopping experience and motivate employees, such as Retailtainment, which is a process intended to add excitement to the environment for customers and employees resulting in increased customer traffic and loyalty. They also contribute significant capital to the communities and nonprofit organizations around them, showing people they care about their employees and their customers. Wal-Mart focuses several stores on the one-stop-shopping store concept to fulfill consumer needs of finding everything they need at good prices and quality at single place, helping their target consumer’s, family moms, save time and money. Finally, Wal-Mart has generated a popular, successful corporate image in the view of the public that stands out among the competitors in the retail industry.

Kmart and Wal-Mart represent both ends of the industry. Kmart is one of the least successful discount retailers and Wal-Mart is one of the most successful retailers. Kmart uses a reactor strategy, merely compensating for changes in the industry and the environment, whereas Wal-Mart uses a prospector strategy, leading industry changes by planning and implementing new strategies and technologies to benefit their efficiency and productivity while reducing operating costs. Kmart is unable to motivate employees and create an enjoyable working environment, and Wal-Mart provides many benefits and opportunities, as well as an enjoyable and entertaining environment, to motivate its employees and increase customer satisfaction. Wal-Mart possesses the necessary capital to continue business growth with thousands of new stores throughout the U.S. and its territories. Kmart is on the opposite track, closing various stores across the country and requesting permission from courts to break leases so they can payoff their large business debts.

Wal-Mart has many opportunities to continue growth and success because it dominates rivalry among competing retailers, it possesses the power to attract the best suppliers and remove poor ones, it has high consumer traffic and loyalty, and it has little threat from new competitors in the discount retail industry because barriers to entry in this industry are significantly high. Unfortunately, Kmart now possesses very few opportunities. Competition is fierce in the discount retail industry and consumers have many substitutes available to choose if they become unsatisfied with customer service, product quality and prices, and low product availability. Kmart must compete heavily to win suppliers from other more successful retailers like Wal-Mart, and they have little power over the selection of their suppliers. They lack the necessary capital to continue business growth and implement new management strategies to increase employee and customer satisfaction.
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