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Comparing Wal-Mart and Target, 2012
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COGS/Sales
r— Wal-Mart 75.0%
Target 69.1%

Return on Sales
~ Wal-Mart 3.51% e

Target 4.19% SG&A/Sales

: — Wal-Mart 19.1%
: - Target 23.24%

3 ROIC [
. Wal-Mart 13.61%  — i
Target 10.01%

Working Capital/Sales
—  Wal-Mart —1.64%
Target 3.10%

L Capital Turnover : PPE/Sales
Wal-Mart $3.87 ——  Wal-Mart 20.72%

Target $2.39 j Target 41.72%

First, note that Wal-Mart has a Jower return on sales than Target. The main reason
for this is that Wal-Mart’s cost of goods sold (COGS) as a percentage of sales is higher
than Target’s (75% versus 69.1%). For a retailer, the COGS reflects the price that Wal-
Mart pays to its suppliers for merchandise. The lower COGS/sales ratio implies that
Wal-Mart does not mark up prices much as Target—its profit margin on each item
sold is lower. Consistent with its long-time strategic goal, Wal-Mart passes on the low
prices it gets from suppliers to customers. Wal-Mart’s higher COGS/sales ratio reflects
its strategy of being the lowest-price retailer.

On the other hand, you will notice that Wal-Mart spends less on sales, general, and
administrative (SG&A) expenses as a percentage of sales than Target (19.1% versus
22.24%). There are three reasons for this. First, Wal-Mart’s early strategy was to focus
on small towns that could only support one discounter. In small towns, the company
does not have to advertise heavily because it is not competing against other discount-
ers. Second, Wal-Mart has become such a powerful brand that the company does not
need to advertise as heavily as its competitors, even when its stores are located close
to them in suburban areas. Third, because Wal-Mart sticks to its low-price philoso-
phy, and because the company manages its inventory so well, it does not usually have
an overstocking problem. Thus, the company does not need to hold periodic sales—
and nor bear the costs of promoting those sales (e.g., sending out advertisements and

coupons in local newspapers). Reducing spending on sales promotions reduces Wal-
Mart’s SG&A/sales ratio.
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Thus, suppliers finance Wal-Mart’s inventory and the company’s short-term capital

needs. Wal—Mart’s high inventory turnover is the result of strategic invest:r.ents in in-

formation systems and logistics. It is these value-chain activities more tha: any other

that gxplam Wal-Mart’s competitive advantage.
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