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Abstract
In merely 20 years, Wal-Mart grew from a small discount store to the biggest retail company in America. No one, not even founder Sam Walton himself, could have imagined that his small enterprise would achieve such fame and scale when he died in 1992. So much of Wal-Mart’s success resulted from the company’s strategies which included cost-cutting, vertical integration and the economies of scale it offered, and an emphasis on customer services. However, as the market in the U.S. began to saturate during the 90s, Wal-Mart began to expand into other countries, the most important of which was China, for growth opportunities. This essay will serve as a comparative analysis of Wal-Mart’s strategies in America and China, and to detail the strategies that worked in each country. 
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Introduction
In merely 20 years, Wal-Mart grew from a small discount store to the biggest retail company in America. Not even founder Sam Walton himself could have imagined that his small enterprise would achieve such scale when he died in 1992. In its early years, Wal-Mart was “too small and too poor to take on Woolworths and Sears head-to-head” and had to focus on “rural towns, where the only competition came from local independents.”
 In 2007, Woolworths has ceased to exist as a company and the annual revenue of Sears (acquired by K-Mart in 2003) trails behind that of Target, which likewise trails further behind Wal-Mart’s. So much of Wal-Mart’s success resulted from its company strategies, some compelled by necessity, some implemented on the basis of experience. They are: the relentless drive to cut costs, strategic positioning, vertical integration and investment in technology, and emphasizing customer services. 
While these strategies have propelled Wal-Mart into the position of the largest retailer in the United States, the business culture and population demographics of China have not allowed the same tactics to work as well as they did in America. Strategies that were so effective in the U.S. had to be modified before they became relevant to Chinese consumer culture. It should come as no surprise that after 10 years of operation, Wal-Mart, the biggest retailer in the world, fell far behind many competitors in China and, embarrassingly, operates only 73 stores in the country, prior to out-bidding other international giants, such as France’s Carrefour and U.K.’s Tesco, for Trust-Mart.
 This paper will analyze the differences between the strategies Wal-Mart employed during its formative era and those adjusted for the Chinese market.
Sam Walton, Discount Retailing, and Wal-Mart

To analyze Wal-Mart’s strategies during its formative years, we first have to understand the man who propelled the company from a small town retailer to a multi-billion dollar retail giant. Sam Walton’s attitudes concerning hard work and frugality were cultivated during the dust-bowl era when he was a teenager. He remained very frugal and was critical of the lifestyle enjoyed by most corporate executives when he was the richest person in America in the late 80s. His values are manifested in his core Wal-Mart strategy:
We exist to provide value to our customers, which means that in addition to quality and services, we have to save them money. Every time Wal-Mart spends one dollar foolishly, it comes right out of customers’ pockets. Every time we save them a dollar, that puts us one more step ahead of the competition – which is where we always plan to be.

The most important question was how to achieve low costs for customers while maintaining low operating costs. The first part of the question was answered by the emergence of discount retailing. Retailing underwent rapid changes during the late 19th Century and 20th Century. The successive emergence of general stores, specialty stores, department stores, chain stores, and discount retail stores occurred during a relatively condensed timeframe with periodic breaks between the rise of each kind of retailing.

 
Originating in the 1930s, discount retailing dominated over other forms of retailing after World War II with “grocery supermarkets and their low margins, inexpensive locations, long hours of operation, and brash advertising.”
 Discount stores were generally small in the 1930s, often located inconspicuously in office buildings in New York and other large cities. After World War II, however, the fear of inflation due to high spending during the war served as the perfect catalyst for discount retailing because the latter strived to push down costs, lowering the risk of inflation. Despite department stores’ desperate attempts to regain market share, in 1960 discount stores were poised to take over. Sam Walton noticed the inevitability of discount retailing’s dominance and jumped on the bandwagon. He reminisced years later that he “really had only two choices left: stay in the variety store business, which [would] be hit hard by the discounting wave; or open a discount store.”
 Despite a lack of enthusiasm from others, Sam Walton decided to enter discount retailing by opening his first Wal-Mart in 1962. Ignoring the fact that discount retailing would come to be extremely profitable in the long run, at the time, it was essentially imperative for Walton to switch to discount retailing. 

Strategic Positioning and Rural Hegemony
Sam Walton had been in the retailing industry throughout his life, working for different franchises before starting Wal-Mart. In the early 60s, when other emerging discount stores started to compete for market share in the cities, Walton perceived the potential of gaining market share in rural areas before encircling the suburbs.
Small towns were an untapped market that offered certain unique advantages. First, existing competition was limited. Major retail chains such as Sears and J.C, Penney were ignoring their outlets in country towns, preferring instead to concentrate their efforts in their new giant stores in shopping center near major cities. Second, if a store were large enough to dominate business in a town, other retailers would be discouraged from entering the market.

Walton did not want to have any competition, especially for a startup like Wal-Mart. It would achieve high market share in rural towns because one-stop shops, such as Wal-Mart, could offer convenience to a small rural population that did not want to accrue the high search costs that resulted from going to different stores. It was also difficult for competitors to enter rural towns because of the economy of scale Wal-Mart would eventually have once it had a foothold. 
Naturally, Walton had to worry about how much purchasing power people in rural areas had. If they were not willing to spend, the demand would not be enough to operate; however, based on his past retail experience, he believed that a large discount retailer was desired. 
In Berryville, Arkansas, for example, residents had to travel to the neighboring towns of Fayetteville or Harrison to do routine shopping and even farther, to the cities of Little Rock or Springfield, Missouri, to make major purchases. Walton believed that in small towns such as Berryville a large store that offered a wide selection of merchandise at low prices would appeal to shoppers.
 
Because of the benefits, Wal-Mart operated exclusively in rural towns in its formative years. Sam Walton reiterated his strategy in the 1972 Annual Report: putting in new, dominant, full-line stores in the medium and smaller communities of a five-state area (Arkansas, Louisiana, Missouri, Kansas, and Oklahoma) within 300 miles of their Distribution Center.

Vertical Integration and Investment in Technology
As Wal-Mart grew in the 60s, it continued to lack an established network of sources for goods and was compelled to buy whatever was available. Walton, ever conservative financially, was not willing to build a distribution center in the company’s early days. 
To get the cheapest products, Walton became his own distribution system, traveling in his pickup truck, driving miles to suppliers, and returning to his stores with a loaded truck. Once he had the goods in his stores, he promoted certain products. This item-merchandising, as he called it, set Wal-Mart apart, creating a great competitive advantage.
 
This strategy was unreliable and even seemed unprofessional. As the number of stores grew, the necessity to build a unified distribution system became more apparent because distribution was highly inefficient. Wal-Mart often under- or over-shipped merchandise to stores because it lacked a centralized recording system that could report which merchandise was needed. The company had no idea how much inventory it needed and how much it had. Sam Walton knew that on top of offering low prices to customers, consistency and first impression were very important as well. If customers did not find what they wanted the first time they visited Wal-Mart, they would move to another store and rarely return again. Despite the obvious benefits that a distribution system offered, Sam Walton did not initially support the idea because of the costs it would introduce.

Discount retailers such as K-mart were able to contract shipping companies because most of their stores were in the cities and the suburbs; however, Wal-Mart was in a peculiar situation because its stores were located in mostly rural areas. Contracting for transportation was less of a viable option for Wal-Mart since most shipping companies were based in the cities. As a result, items were frequently out of stock for days before shipments arrived. Using outside companies had its disadvantages as well. Because they are not owned by the retailers, they have less of an incentive to minimize costs. The shipping companies had more incentive to charge as high a cost as the demand allowed in order to maximize their profit. Establishing a distribution center entailed initial sunk cost, but the retailer had more freedom to respond to demand and the ability to control transportation efficiency, avoiding the problem of incentive alignment that arises with contractors.  

Wal-Mart was intended to provide the lowest possible costs to its customers. If Wal-Mart could not ship the merchandise on a timely and organized basis, the transportation costs would be driven up. After visiting a fully computerized distribution system in 1968 and being pressured by his more information technology driven executive Ron Mayer and his data processing protégé, Royce Chambers, Walton relented and started buying “more sophisticated cash registers,” and building distribution centers, “not to mention the computer system at the Bentonville headquarters dedicated to keeping track of merchandise sales and orders.”

The computerization of the Wal-Mart distribution system turned out to be a great success. With the computerized system, the distribution centers knew what particular merchandise the stores wanted and were able to send out needed shipments within a few hours of receiving the orders. The store managers were also able to track the locations of all of the stock. The process was fully computerized and instantaneous. 
Piece by piece, Wal-Mart was building a system that would give its executives a complete picture, at any point in time, of where goods were and how fast they were moving, all the way from the factory to the checkout counter.

In 1973, Walton agreed to build up his trucking system and became more supportive of building better infrastructure. When bar codes became popular in the late 70s, Wal-Mart was the first retailer to implement the new technology. When the company expanded further into other states, Sam Walton mandated that each store had to be within a day’s drive of a distribution center to guarantee punctual delivery and to saturate one area before entering another district. Applying new technologies aggressively and expanding conservatively was a highly successful strategy that allowed Wal-Mart to grow rapidly, stunning its competitors. Wal-Mart was already a technological powerhouse before its competitors even realized the importance of what information technology could provide. 
By 1982 when K-mart was still struggling with tracking when a tube of toothpaste was sold and for how much – when clerks in some Kmart stores were still writing orders by hand – Wal-Mart’s in-store computers were doing things Kmart executives weren’t even dreaming of.
 
What Wal-Mart was basically accomplishing was employing economies of scales through vertical integration. The operations of distribution and merchandising were vertically integrated under Wal-Mart to avoid the hold-up problem which happens when two parties try to increase their bargaining power. Hold-up problems did not exist anymore since the two parties merged to become one party. The comparative result is astounding:
[Insert Chart 1]
Over the course of 22 years, Wal-Mart’s revenue grew 507 fold while operating profit grew 620 fold, indicating that operating profit, which is revenue less operating cost, grew at a higher rate than costs. Wal-Mart successfully achieved economies of scale through vertical integration in that 20 year span. At the same time, K-Mart’s operating profit grew at a much slower rate than its revenue, indicating diseconomies of scale. It is also interesting to investigate their return to asset (ROA) figures.
[Insert Chart 2]
During that period, both companies maintained the same level of ROA; however, Wal-Mart’s ROA was much higher than that of K-Mart’s. While the figure does not look into the intricacies of the companies’ operations, ROA does tell us how efficiently Wal-Mart was using its assets in comparison to K-Mart.

Wal-Mart also averaged “$103,000 in sales per employee by 1988,” compared with “$82,000 at K-mart.”
 Behind the folksy and unsophisticated image with which Wal-Mart marketed itself to gain more rural customer share, it was actually creating a technological powerhouse through vertical integration and investment in technology, and it used vertical integration thoroughly and extensively to expand its lead over other discount retailers
Back to Cost Saving
While offering the lowest price worked excellently for Wal-Mart, keeping the company growing required low operating costs at the same time so that revenue would not be corroded. Through vertical integration, Wal-Mart was able to save costs tremendously utilizing economies of scales at its best. At the same time, Wal-Mart was able to further cut costs through aggressive negotiating. Wal-Mart negotiators have only one interest: cutting costs. In discount retail there is no price differentiation among products, so the industry is so competitive that one nickel can cost companies valuable customers. There is no Gucci of pencils or Mercedes of hardware. Because success for Wal-Mart was so dependent on saving as much as possible, negotiators had to be aggressive and relentless in dealing with the manufacturers. 
To ensure negotiators’ loyalty to the company (and to its customers, as Wal-Mart would say), there was a company policy: negotiators were not to accept gifts from manufacturers because of the obvious conflict of interest. Stanley Gold, the CEO of Rubbermaid in the early 1980s to 1990s, said that by maintaining a close business relationship with Wal-Mart his company grew tremendously. When Rubbermaid raised the prices of its products because of skyrocketing resin prices, however, Wal-Mart flatly refused to take the price increase and dropped a number of Rubbermaid’s products. “That was one of the first signs of Rubbermaid’s decline,” observed Rubbermaid’s former Executive Officer, Carol Troyer. In only 5 years, the company went from being America’s most admired company in 1994 to being devastated and subsequently acquired by one of its competitors, Novell, in 1999.
 This misfortune was not confined to just one company. Willie Pietersen, former president of Tropicana, commented on Wal-Mart’s reaction when he wanted to raise the price of orange juice, “[Wal-Mart] won’t relent. [Wal-Mart]’d just do business without Tropicana, and keep faith with their customers.” He also remarked that it would be a misnomer if one described the interactions between Wal-Mart and its suppliers as partnerships because Wal-Mart would reason, “on behalf of the customer, for whom [it was] the champion, [it was] going to use leverage of scale and power” to promote lower costs.
 Essentially, Wal-Mart was a cost-saving machine.
Customer Services

Sam Walton believed in creating value for customers through relentless cost-cutting and good customer service. When so much of Wal-Mart was involved in cost saving, it is easy to neglect the importance of customer service. Wal-Mart was one of the first discount retailers to install greeters at its store. Even though Wal-Mart operated as a discount retailer, it did not want to take away the shopping experience that customers enjoyed at other high end stores. If new customers had a good impression of both the prices and service when shopping at Wal-Mart, there was a huge chance that they would return in the future. 
One of Wal-Mart’s plans in the 1972 annual report was “continuing to develop loyalty, morale, and enthusiasm among all our personnel.”
 To foster this kind of culture, every Wal-Mart store started each work day with a meeting during which workers discussed the most popular products and sang Wal-Mart’s fight song. Sam Walton, when his health allowed, made a conscious effort to visit as many stores as possible, not just to talk to the store managers, but with the workers as well, and spent a significant amount of time talking to them about the smallest details of their work and their complaints. This action gave the workers a sense of importance and they therefore worked more diligently and loyally in return. 
Contrary to the present image of a ruthless, corporate cost cutter that takes advantage of low-skilled workers, Wal-Mart provided decent benefits to both high and low level employees. This was Wal-Mart’s strategy to keep low-level workers incentivized. It was one of the first discount retailers to offer stock options for employees. Those who worked at Wal-Mart for a long time could eventually retire and live comfortably. 
Summary of U.S. Operations and the Beginning of its Chinese Operation

From 1967 to 1992, when Sam Walton died, Wal-Mart’s revenue grew from $12 million to $43.9 billion, an annualized 40.5% growth. Soon enough, Wal-Mart realized that it could not replicate such growth as it saturated the retail market of the U.S. In fact, its revenue from 1992 to 1996 grew from only $43.9 billion to $93.6 billion, an annualized 20.9% growth. At the same time, China, from which Wal-Mart imported a great deal of inventory, grew economically at a staggering rate starting from the late 70s. Wal-Mart already had a commanding lead in the U.S., therefore, the company decided to employ capital and enter China in an attempt to recreate the growth figures that it once enjoyed.

The following explores Wal-Mart’s strategy execution in China. Opening retail stores in your native country and in a foreign country are two different businesses. A deep understanding of local consumer culture, which Wal-Mart lacked in 1996, is imperative for success in the most populous and one of the fastest-growing countries in the world.
Strategic Positioning in China 
One of the reasons Wal-Mart was successful was because of the rural town strategy. In rural towns, Wal-Mart could achieve hegemony because most large retailers refused to enter, opting to compete in the cities against other retailers instead. The purchasing power that rural people possessed was another reason that drove Wal-Mart to start from rural towns. The same middle-class situation did not exist in the rural areas of China. Even in 2008, Chinese villagers are impoverished compared to urbanites. In 1996, China was experiencing early capitalism, a stage in which most of the higher-paying jobs are in the cities where most of the middle class lived.  
Suburbs were virtually nonexistent because not many Chinese could afford cars. Therefore, Wal-Mart had to change its store format to welcome “walk-in shoppers,” in sharp contrast with American Wal-Mart stores with “their huge parking [spaces].”
 Even second tier cities cannot afford to have the hypermarts that Wal-Mart derives most of its profit from because “the per capita income level is still far below those of the coastal cities,” Ira Kalish, Deloitte Research's global director of consumer business, noted after visiting several Chinese cities.
 Therefore, one of the more successful Wal-Mart strategies of opening big stores with huge parking lots in rural areas could not work at all, and Wal-Mart had to change its positioning to adapt to the economic circumstances in China.

Wal-Mart had to open stores in cities instead, which meant it was on the same playing field with competitors. That also meant that Wal-Mart has had to compete against local stores on top of chain competitors, which posed tremendous threats to Wal-Mart’s profit margin in China.  

Tough Cost Cutting and Slow Vertical Integration

Wal-Mart was plagued by other problems in China as well. Wal-Mart performed successfully in the U.S. because it was able to find ways to lower prices. During the early days of Wal-Mart, Sam Walton was able to find good deals from suppliers who would sell cheaply. As the manufacturing industry was being outsourced to other countries due to globalization during the early 80s, Wal-Mart suddenly found itself digging a goldmine. By importing cheaply from Third World manufacturers, Wal-Mart was able to sell products at a lower price compared with its competitors, but Wal-Mart would make much more than a slim margin. Wal-Mart was supplied by Chinese manufacturers for years before Wal-Mart opened its operations in China. 
Because Wal-Mart in the U.S. was keeping prices low by importing most of its merchandise from China, when it opened operations in China in 1996, there was no price advantage to gain from Chinese manufacturers. While Wal-Mart still aggressively cut costs through harsh negotiation, the profit margin was much lower because Chinese customers demanded much lower prices than U.S. customers did. Also, there was no benefit accrued from importing merchandise to China because Chinese merchandise was the cheapest available. Wal-Mart was doubly crippled in China because it had no financial incentives to enter rural area and could not maintain the same profit margins as it did at home, but adversities did not end there.

Wal-Mart was also suffering from distribution problems in China. Wal-Mart was successful in expanding its stores in the U.S. at an unprecedented speed due to the efficiency and economies of scale that distribution centers, its own trucking fleet, and the bar code system offered. Wal-Mart was able to invest heavily in its Chinese stores, but there were not many incentives to build distribution centers to efficiently distribute products. The stores were concentrated in cities that were often distant from one another. Distribution centers in the U.S. could achieve economies of scale because all of the stores were within 300 miles from a distribution center; therefore, each center could serve multiple stores. In China, distribution centers would not serve many stores and economies of scale could not be achieved. 

Wal-Mart did not want to invest in distribution centers because the low price that it offered the Chinese did not give it much of a profit margin while building distribution centers involved huge sunk costs. Without knowing that the operation was profitable, Wal-Mart had no incentive to invest more in building, since infrastructure takes years to be operational and contributes to the company’s finances. Analyst Josef Blumenfeld said, “meanwhile, Wal-Mart [was] attempting to become a national retail chain in a country with no cohesive national distribution system,” which drove up costs and decreased competitiveness.
 There was a vicious cycle in play. Since the inventory costs for Wal-Mart were high, Wal-Mart had no incentive to build distribution centers. As a result, the costs would stay the same unless Wal-Mart bit the bullet and invested in distribution centers.
Wal-Mart attempted to escape from this vicious cycle. Seeing the consistently strong economic growth and retail consumption figures that China had posted for the past decade and aware of lagging sales in the U.S. and elsewhere, Wal-Mart understood that in the long run it had to have a presence in China. There would be a substantial portion of rising middle class citizens willing to consume. In 2006, China's share of world consumption was 5.4%, and Credit Suisse forecasts reported that it may well triple to more than 14.1% by 2015.
 Wal-Mart noticed that there was not much further cost-saving that could be achieved from the supply side since Wal-Mart had cut costs already through aggressive negotiation. Wal-Mart concluded that it could only improve more on the distribution process to reduce shipping costs. The company finally built its first distribution center in Shenzhen and a second one in Tianjin. According to China Transportation Daily, the new distribution center can handle 300,000 boxes per day and the value of commodities handled annually exceeds RMB 14.8 billion, which is roughly 2 billion U.S. dollars.
 While $2 billion is a very small sum compared to Wal-Mart’s total revenue, which was $315 billion in 2006, Wal-Mart could build more if the distribution centers were able to reduce distribution costs and increase its profit margins. 
Consumer Culture and Trust-Mart 
One major reason that giant retailers like Wal-Mart did not perform particularly well in China arose from local Chinese consumer culture. Most Chinese had not experienced the power and reach of private corporations. China was a fragmented market that has been dominated by small community shops and regional chains for decades; big chain retailers were a new phenomenon.
 Take shopping for meat and fish as an example. Chinese people shopped locally and daily, usually in “the open air wet markets.”
 The experience is often deafening, irritating, and unsanitary because buyers competed with each other for particular pieces of fish or meat and haggled. On a hot summer day, wet markets become smelly because of the putrefaction of blood and meat in the warm, humid air. Despite its negative attributes, wet markets were popular because Chinese had shopped in this kind of setting for centuries. The way Americans shopped, in big air-conditioned supermarkets, was considered exotic to the Chinese. Even as China grew economically, the general Chinese public was continually deterred by the discount stores that Wal-Mart opened. 

Wal-Mart’s store structure struck the Chinese as foreign looking. Its selling style was too American; Wal-Mart essentially “replicated the formula [that it] used [in America].” For example, Wal-Mart did not take into account the fact that Chinese shoppers were not used to buying big bags of frozen food and was surprised when customers ripped open packages and began helping themselves to portions of the contents.
 Also, products that sold well in one province did not necessarily sell well in another. Americans took for granted the idea of selling homogenous, prepackaged products because of their convenience. Wal-Mart was often perceived as an exotic or high class American store in which only the newly rich could shop. Many Chinese were not used to packaged meats, boxed cookies, or TV dinners. For Wal-Mart to gain market share, it had to convince the Chinese public, especially the middle class, that it was not as foreign and exclusive as they thought and that they could shop comfortably inside.  

Wal-Mart embarked upon a campaign to de-Americanize itself to the Chinese public. If Wal-Mart did not do that, its competitors would. Wal-Mart’s main competitor in China, the giant French retailer Carrefour, had been praised by analysts for “[building] a deep understanding of the region and the importance of adapting to local demands.” Before entering China, Carrefour wanted to construct 10,000-square-meter stores with massive car parks, but after discovering that space in cities was limited, it redesigned its stores to “3,000 square-meter [outlets] with 250 parking [spaces] – for motorcycle.”
 Carrefour also designed its stores to be more customer-friendly than Wal-Mart did. It hired native Chinese to hold important executive positions in order to understand the Chinese consumer culture better, while Wal-Mart, a company that usually promotes from within, took years to finally hire a Chinese native to lead its operations, in 2006. Unsurprisingly, Carrefour operated more than 90 stores by 2006, as compared to Wal-Mart’s 60. In 2006, Carrefour recorded more than $2 billion in sales in China, roughly double the amount of Wal-Mart.
 

After studying Carrefour’s initial success, Wal-Mart altered its strategy to better suit local tastes by offering both western and Chinese products in its stores. One supercenter that opened in Shenzhen in 2000 offers twenty thousand products, 95% of which are Chinese. In order to accommodate those who are accustomed to wet markets, Wal-Mart also had counters where customers could choose fish and meat and butchers would cut them on demand, all without the yelling and bargaining, since prices were fixed by management. The selection of fish that the wet markets offered was also quite good.
 Besides offering customers a wide variety of prepackaged meat, Wal-Mart displays its frozen foods in “open freezers and supplies scoops and bags so customers can buy the amount they want.”
 Wal-Mart also adopted the slogans of “Everyday Low Prices” and “Satisfaction guaranteed” in Chinese to attract more customers. 

While Wal-Mart’s attempt to de-Americanize itself was successful, the strategy only changed the foreign aspect of the company and did not address its image of exclusiveness. Wal-Mart understood that the Chinese public viewed Wal-Mart as a place where only the rising middle class could shop. Rather than completely restructuring its stores to fit the less wealthy or change its corporate culture, it decided to target the middle class instead. For example, Wal-Mart still employed the same customer service culture from the U.S. Wal-Mart strived to provide good customer service since Chinese stores were notorious for poor customer service. Many new Wal-Mart employees did not understand its importance. Subsequently, Wal-Mart invested in training them in customer service before allowing them to serve customers. Wal-Mart put great effort in teaching employees to express their views since Chinese culture values obedience, and criticizing higher level of hierarchy, whether in family, or in a company, goes against social norms. Through aggressive customer service related training, Wal-Mart hopes to convince customers that prices are not the only priority, but a good shopping experience is equally important. Such expectations may very well contribute to its image of exclusiveness. 

Because of brand name recognition, Wal-Mart had more pricing power so the ability to lower costs, though still crucial, was not as important as for Wal-Mart in the U.S. Wal-Mart could charge the middle class higher prices to maintain a modern and clean image. Like a monopolistic competition, Wal-Mart can charge a price higher than its marginal costs in the short run until more firms enter to drive up long run average costs back to the price.  
Wal-Mart understood that middle class consumers were only a small part of the population, and it was not about to give up on many more who had more money to consume but were unwilling to pay Wal-Mart’s prices. Wal-Mart also did not want to lower prices to accommodate those consumers. As a result, Wal-Mart made a huge acquisition in 2006 to increase its exposure to the group of people aforementioned.
Trust-Mart, a Taiwanese discount retailer which had a big market share in the less wealthy Chinese population, was bought out by Wal-Mart (Wal-Mart outbid Carrefour, Tesco, and Lianhua, China’s biggest domestic retailer). Its 100 stores and 30,000 employees in more than 20 provinces could more than double the number of Wal-Mart stores in China and open many new markets. For example, Wal-Mart had failed to penetrate Guangzhou, the strongest retail market in Southern China. Through this acquisition Wal-Mart suddenly had 13 stores in Guangzhou, compared to Carrefour’s five stores.
 
With this recent acquisition, Wal-Mart was also able to attain a higher level of economies of scale through distribution centers since they now served double the amount of stores compared with before. The acquisition also gave Wal-Mart no reason to diverge from its high class image. In the future, the Wal-Mart brand can continue to focus on the newly rich while the Trust-Mart brand can focus on lower-end customers, just like what Lexus and Toyota do.  
Conclusion
When Sam Walton started Wal-Mart more than 40 years ago, he could not have imagined that it would become the largest retailer and company in the world. It was born of the necessity of survival in the cruel world of retailing, where competition is always steep. With the U.S. retail market gradually saturated years after he died, it, once again, became imperative for Wal-Mart to expand its operations, this time globally and, in particular, in China. 

Wal-Mart faced a situation different from that of its formative years of a similar or even higher difficulty. The culture was different, and the regulations were different; however, with much more capital and retailing experience than 30 years ago, Wal-Mart has built some good groundwork through trial and error. In the past 10 years, Wal-Mart has developed from an American retailer that was not aware of the difficulties of foreign culture into a retailer that offers different selections of products based on the locality that a store is in. At the same time, Wal-Mart takes advantage of its brand name as a high end retailer. Understanding that information technology is too powerful to ignore, its stores are still highly advanced; Wal-Mart has built distribution centers to drive down costs. To increase market presence and to gain market share across the social-economic spectrum, Wal-Mart acquired lower end retailer Trust-Mart, and it is likely that Wal-Mart will continue its acquisitions. 
In 2006, China’s 30 largest retailers collectively contributed to “7.3% of the country’s total retail sales – and no one company accounted for even 2% of the total.”
 Also, foreign retail companies outpaced Chinese retail companies in sales by 10% in 2006.
 The statistics are both distressing and promising. It is distressing that competition was steeper than when Wal-Mart started in 1960s; it is promising because if Wal-Mart could lower its costs, there is tremendous opportunity to increase its revenue.
Wal-Mart, in 2008, does not have the highest market share in discount retailing; its Chinese operations have not yet fully matured. With the Chinese economy still growing at an average 10% a year and much of the market shared by thousands of smaller retailers, Wal-Mart still has enormous opportunities to grow. It took decades for Wal-Mart to become the largest retailer in the world, and it will take Wal-Mart years to realize the potential of understanding local culture, building infrastructure, and training employees, but with the right strategies in place, it is only a matter of time before Wal-Mart posts respectable gains. 

Charts
Chart 1
	
	Wal-Mart
	K-Mart 

	 
	Revenue
	Operating Profit 
	Revenue
	Operating Profit 

	Growth Rate from 1967-72
	519%
	600%
	177%
	116%

	Growth Rate from 1973-77
	283%
	247%
	116%
	120%

	Growth Rate from 1978-85
	843%
	1118%
	92%
	19%

	Growth Rate from 1967-85
	50701%
	62025%
	1519%
	679%


Chart 2

	Return on Asset (ROA)
	1972
	1977
	1985

	Wal-Mart
	19.0
	16.5
	16.4

	K-Mart
	7.6
	7.5
	5.2
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Notes
� General stores were the dominant venue for retail trade in the antebellum era. They carried a varied assortment of goods. Business was often based on barter and haggling because no uniform system of pricing existed. Specialty stores overshadowed general stores because they offered a greater selection of their specific type of product and lower prices because of economy of scale. After the Civil War, department stores became popular because of the increase in population and wealth in cities, technological innovations, etc. Chain stores overshadowed department stores because of the combined effects of wholesale and retail operations under the same management. Even when a new style arose, the older ones did not completely disappear just yet, and many new strategies did not become mainstream till years later. They just became less profitable as a retailing strategy.
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