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&

Market Leadership




UNIT 1

Wal-Mart Stores — Strategies for

Market Dominance'

t was dusk in the foothills of the Ozark mountains in north
I central Arkansas. A battered red 1980 Ford pickup minus

two hubcaps with a hunting dog named Buck seated inside
the cab was headed down the rural road for some coffee and
conversation with friends at Fred’s Hickory Inn in Bentonville.
Inside the truck driving was one of the most successful retailing
entreprencurs in modern history who continues to be down-to-
earth and old fashioned in his views of the past the present and
the future.“ I didn’t sit down one day and set a goal to have a bil-
lion-dollar company some day ” Sam Walton?said.” I started out
with one store and it did well so it was a challenge to see if I
could do well with a few more. We are still going and we’ll keep
going as long as we’re successful.” From these humble begin-
nings Wal-Mart emerged as a modern retail success story.

Sam Walton started his retail career in 1940 as a management
trainee with the J. C. Company® in Des Moines lowa. He was
impressed with the Penny method of doing business and later
modeled the Wal-Mart chain on® The Penny Idea”. The Penny
Company had found strength in calling employees® associates”
rather than clerks. Founded in Kemerer Wyoming in 1902
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Penny stores were located on the main streets of small towns and
cities.

Following service in the U.S. A. Army during World War
II Sam Walton acquired a Ben Franklin variety-store franchise*
in Newport Arkansas which he operated successfully until los-
ing the lease in 1950. He opened another store under the name of
Walton’s 5 and 10 in Bentonville Arkansas the following year.
By 1962 he was operating a chain of 15 stores.

The early retail stores owned by Sam Walton in Newport and
Bentonville Arkansas and later in other small towns in adjoin-
ing southern states were variety-store operation. They were rel-
atively small stores of 6 000 square feet located on“ main
street ” and displayed merchandise on plain wooden tables and
counters. Operated under the Ben Franklin name and supplied by
Butler Brothers of Chicago and St. Louis they were charac-
terised by a limited price line low gross margins high merchan-
dise turnover and concentration on return on investment. The
firm operating under the Walton 5 and 10 name was the largest
Ben Franklin franchise in the country in 1962. The variety stores
were phased out by 1976 to allow the company to concentrate on
the growth of Wal-Mart stores.

The original Wal-Mart discount concept was not a unique
idea. Sam Walton became convinced in the late 1950s that dis-
counting would transform retailing. He traveled extensively in
New England the cradle of off-pricing.” He visited just about
every discounter in the United States " suggested William F.
Kennedy the retired president of the now-defunct Kings Depart-
ment Stores. He tried to sell the discount concept to Butler
Brothers executives in Chicago. The first Kmart® as & conve-
niently located one-stop shopping unit where customers could buy
a wide variety of quality merchandise at discount prices” had
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opened in 1962 in Garden City Michigan. Walton’s theory was
to operate a discount store in a small community where he would
offer name-brand merchandise at low prices and would add
friendly service. Butler Brothers executives rejected the idea.
Undaunted he opened the first Wal-Mart Discount City in late
1962 in Rogers Arkansas.

Wal-Mart stores would sell nationally advertised well-
known brand merchandise at low prices in austere surroundings.
Under corporate policy they would cheerfully give refunds
credits and rain checks®. Management conceived the firm as a

“ discount department store chain offering a wide variety of gen-
eral merchandise to the customer.” Early emphasis was placed
upon opportunistic purchases of merchandise from whatever
sources were available. Heavy emphasis was placed upon health
and beauty aids in the product line and® stacking it high” in a
manner of merchandise presentation. By the end of 1979 there
were 276 Wal-Mart stores located in 11 states.

The firm developed an aggressive expansion strategy as it
grew from its first 16 000-square-foot discount in Rogers. New
stores were located primarily in towns of 5 000 to 25 000 in popu-
lation. The stores’ sizes ranged from 30 000 to 60 000 square feet
with 45 000 being the average. The firm also expanded by locat-
ing stores in contiguous areas town by town state by state.
When its discount operations came to dominate a market area it
moved to an adjoining area. Although other retailers built ware-
houses to serve existing outlets Wal-Mart built the distribution
center first and then spotted stores all around it pooling adver-
tising and distribution overhead’. Most stores were less than a
six-hour drive from one of the company’s warchouses. The first
major distribution center a 390 000-square-foot facility opened

in Search Arkansas outside Bentonville in 1978.



At the beginning of 1991 the firm had 1 573 Wal-Mart
stores in 35 states with expansion planned for adjacent states.
Wal-Mart became the largest retailer and the largest discount de-
partment store by continuing to follow the unique place strategy
of first locating discount stores in small-town America and later
in suburban markets. As a national discount department store
chain Wal-Mart stores offered a wide variety of general mer-
chandise to the customer. The stores were designed to offer one-
stop shopping in 36 departments that included family apparel
health and beauty aids household needs electronics toys fab-
ric and crafts automotive supplies lawn and patio jewelry and
shoes. In addition at certain store locations a pharmacy auto-
motive supply and service center garden center or snack bar
was included. The firm operated its stores with an' everyday low
price” as opposed to putting heavy emphasis on special promo-
tions which called for multiple newspaper advertising circulars.
Stores were expected to“ provide the customer with a clean
pleasant and friendly shopping experience.”

Although Wal-Mart carried much the same merchandise of-
fered similar prices and operated stores that looked much like
the competition there were many differences. In the typical
Wal-Mart store employees wore blue vests for easy identifica-
tion aisles were wide apparel departments were carpeted in
warm colors a store employee followed customers to their car to
pick up their shopping carts and the customer was welcomed at
the door by a“ people greeter " who gave directions and struck
up conversations. In some cases merchandise was bagged in
brown paper sacks rather than plastic bags because customers
seemed to prefer them. A simple Wal-Mart logo in white letters
on a brown background on the front of the store served to identi-
fy the firm. In consumer studies it was determined that the chain
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was particularly adept at striking the delicate balance needed to
convince customers its prices were low without making people
feel that its stores were too cheap.

In many ways competitors such as Kmart sought to emu-
late Wal-Mart by introducing people greeters by upgrading inte-
riors by developing new logos and signage and by introducing
new inventory response systems. In 1989 sales per square foot of
retail space at Wal-Mart were $227. Kmart in contrast sold
only $ 139 per square foot worth of goods annually.

A satisfaction guaranteed refund and exchange policy was in-
troduced to inspire customer confidence in Wal-Mart’s merchan-
dise and quality. Technological advancements like scanner cash
registers hand-held computers for ordering merchandise and
computer linkages of stores with the general office and distribu-
tion centers improved communications and merchandise replen-
ishment. Each store was encouraged to initiate programs that
would make it an integral part of the community in which it op-
erated. Associates were encouraged to“ maintain the highest
standards of honesty morality and business ethics in dealing
with the public.”

Industry analysts labeled the 1980s as an era of economic un-
certainty for retailers. Some firms faced difficulty with merger
and acquisition. After acquiring U. S.-based Allied Department
Stores in 1986 and Federated Department Stores in 1988 Canadi-
an developer Robert Campeau declared bankruptcy with over $6
billion in debt. Upon reevaluation several divisions and units of
this organization were either sold or closed. Rich’s flagship
downtown Atlanta store a division of Federated was closed af-
ter completing a multi-million-dollar remodeling program. Spe-
cific merchandise programs in division such as Bloomingdale’s
were reevaluated to lower inventory and to raise cash. The no-
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