Wal-Mart is the largest retailer in the world. It sells more food than any supermarket chain and more toys than Toys “R”Us. Procter & Gamble and Kimberly-Clark are giants in consumer packaged goods, but more than 10 percent of their sales are at Wal-Mart; for many major producers, it’s more than 20 percent of sales. In the winter of 2004, Wal-Mart announced that its sales revenue for the previous year was $244 billion, about 10 times what it was in 1990. Back then, Wal-Mart and Kmart had equal sales. However, Wal-Mart made about twice as much profit for each dollar of revenue. Trying to compete with Wal-Mart over the decade of the 90s ultimately pushed Kmart into bankruptcy. Now, out of bankruptcy and trying to streamline operations, Kmart is back trying to compete with Wal-Mart again. That’s a tough fight. By taking a longer-term look at how Wal-Mart has grown so fast in the past, you’ll get a pretty good idea how this wrestling match is likely to turn out.
    What explains the big difference in growth and profits when the two chains are in many ways similar? Part of the answer is that Wal-Mart has more sales volume in each store. Even after Kmart closed about 25 percent of its poorer stores, Wal-Mart’s sales revenue per square foot is about twice that at Kmart. Wal-Mart’s lower prices on similar products increases demand in its stores. But that also reduces its fixed operating costs as a percentage of sales. That means it can add a smaller markup, still cover its operating expenses, and make a larger profit. And as ongoing price rollbacks pull in more and more customers, its percentage of overhead costs to sales revenue continues to drop—form about 20.2 percent in 1980 to about 17 percent now.

    Wal-Mart has become even more efficient in cutting unnecessary inventory. In one sweeping set of improvements a few years ago, Wal-Mart cut more than $2 billion in average inventory, thereby saving $150 million in carrying costs and reducing the need for markdowns. Now Wal-Mart gets close to 10 stockturns on its inventory each year. While most other mass merchandisers’ average about 7. Wal-Mart also has lower costs for the goods it sells. Its buyers are tough in negotiating the best prices from suppliers—to be able to offer Wal-Mart customers the brands they want at low prices. But Wal-Mart also works closely with producers to reduce costs in the channel. For example, Wal-Mart was one of the first major retailers to insist that all orders be placed by computer and more recently has been one of the first to use radio frequency ID “smart tags” to precisely track the flow of goods from vendors through its distribution centers to stores. That reduces stock-outs on store shelves and lost sales at the check out counter. Wal-Mart also works with vendors to create quality private-label brands, like Sam’s Choice Cola. Its low price—about 15percent below what consumers expect to pat for well-known colas—doesn’t leave a big profit margin. Yet when customers come in to buy it, they also pick up other, more profitable, products.
    Even with its lower costs, Wal-Mart isn’t content to take the convenient route to price setting by just adding a standard percentage markup on different items. The company was one of the first retailers to give managers in every department in every store frequent, detailed information about what is selling and what isn’t. Managers drop items that are collecting dust and roll back prices on the ones with the fastest turnover and highest margins. That not only increases stockturns but also puts the effort behind products with the most potential. For instance, Wal-Mart’s analysis of checkout-scanner sales data revealed that parents often pick up more than one kid’s video at a time. So now managers make certain that the rest of the selection is close by. And while many stores carry DVDs instead of video-tapes, Wal-Mart carries both because it knows that its parent-customers often prefer VHS for kids’ movies.
    Wal-Mart was the first major retailer to move to online selling (www.walmart.com). Its online sales still account for only a small percentage of its total sales, so there’s lots of room to grow there too. Further, Wal-Mart is aggressively taking its low-price approach to other countries, ranging from Mexico to Japan.

    To return to where we started, as Kmart comes out of bankruptcy it is trying to copy many of Wal-Mart’s innovations. However, Wal-Mart has such advantages on sales volume, unit costs, and margins that it will be difficult for Kmart to win in any price war—unless Wal-Mart somehow stumbles because of its enormous size. But don’t bet on that anytime soon.

