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. CASE Walmart Goes South
ail chains, is faced with

‘Comercial Mexicana S.A. (Comerci), one of Mexico’s largest re
ous dilemma.5! Since Walmart’s aggressive entry into the Mexican retail market, Com

found it increasingly difficult to remain competitive. Walmart’s strong operating pre
rices since NAFTA's lifting of tariffs have put pressure on Comerci, and now
must determine what the chain needs to do to compete against Walmart.
has caused this intense competitive pressure on Comerci, and what is
Jexico’s retail sector has benefited greatly from the increasing trade lib
has been pushing. After decades of protectionism, Mexico joi
economy to new markets. In 1990, with Mexico’s econom
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CHAPTER 7

Cross-National Cooperation and Agreements

Honduras, India, Japan, Mexico, Nicaragua, Puerto Rico, and the United Kingdom. Walmart
serves customers and members more than 200 million times weekly through its international
operations.

With growth stalling in the United States, Walmart is looking to international expansion. It
currently has more than 10,800 retail units worldwide, of which more than 6,100 are outside the
continental United States, and it employs more than 800,000 people outside the U.S. In 2012,
the international division increased sales over the previous year to almost $125.873 billion. The
international division accounts for approximately 15.2 percent of sales. :

Nevertheless, Walmart’s success internationally has varied by country. It has struggled
to match consumer preferences and work successfully with suppliers in Japan, encountered
trouble in the United Kingdom, and failed to turn profits in Germany and South Korea, fbldhg
it to withdraw completely from the latter markets However, it has ﬂeuﬁshed in Ganada aﬂd
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The company also works closely with suppliers on inventory levels using an advanceq infor.
mation system that informs suppliers when purchases have been made and when Walmg Wi
be ordering more merchandise. Suppliers can then plan production runs more accurately, thyg
reducing production costs, which results in cost savings for Walmart and passes on the Savingg
to the consumer as lower prices.

Walmart also has a unique distribution system that reduces expenses. It builds super Ware.
houses known as Distribution Centers (DCs) in central locations that receive the majority
merchandise sold in Walmart stores. It sorts and moves the merchandise via a complex systey,
of bar codes, then its inventory information system transports it to the various stores, usin
its company-owned fleet or a partner. The central distribution center helps Walmart Negotiate
lower prices with its suppliers because of the large purchasing volumes. These strategies have
resulted in great success for the company. And it even uses the second most powerful compyte,
in the world—behind the Pentagon’s—to run its logistics.

Walmart in Mexico

Prior to the passage of NAFTA, Walmart faced some challenges as it expanded into Mexicg.
One of the biggest was import charges on many of the goods sold in its stores, which pre-
vented it from being able to offer its “Every Day Low Prices.”

Unsure of local demand, Walmart stocked its shelves with items like ice skates, fishing tackle,
and riding lawnmowers —all unpopular items in Mexico. Rather than informing headquarters that
they wouldn’t need those items, local managers heavily discounted the items, only to have the
automatic inventory system reorder them when the first batch sold. Walmart also encountered
logistics problems due to poor roads and the scarcity of delivery trucks. Yet another problem
was the culture clashes between the Arkansas executives and the local Mexican managers.

Some of these problems were solved by trial and error, but the emergence of NAFTA in 1994
helped solve most of them. Among other things, NAFTA reduced tariffs on American goods sold
to Mexico from 10 to 3 percent. Prior to NAFTA, Walmart was not much of a threat to companies
like Comerci, Gigante, and Soriana, Mexico’s top retailers. But once the agreement was signed,
the barriers fell and Walmart was on a level playing field with its competitors —which was all it
needed to become number one. However, the retail sector in Mexico is the second most com-
petitive sector of the economy behind auto parts, so Walmart has had its work cut out for it to
remain competitive against local Mexican retail chains and other foreign retailers, such as U.S.-

based Costco and French-based Carrefour.

Since NAFTA has gone into force, Mexico has invested significantly in public and private

infrastructure which has helped Walmart to improve the efficiencies in its distribution network.
The signing of NAFTA also opened the gates wider to foreign investment in the country. Walmart
was paying huge import fees on goods shipped to Mexico from areas like Europe and Asia.
Foreign companies knew that if they built manufacturing plants in Mexico, they could keep costs
low with Mexican labor and also ship to NAFTA's free trade zone—Mexico, the United States,
or Canada.

As companies began to build manufacturing plants in Mexico, Walmart could buy these
products without paying the high import tariffs. An example of this tactic in the early years of
NAFTA was Sony’s flat-screen television line, Wega. Sam’s Clubs in Mexico imported Wega
TVs from Japan with a 23 percent import tariff plus huge shipping costs, resulting in a $1,600
retail price. In 1999, Sony built a manufacturing plant in Mexico, thus allowing Sam’s Club 0
purchase the Wegas without import tariffs; this tactic also yields much lower shipping fees. The
Sam’s Clubs passed on the savings to customers—with a retail price of only $600. Although
_Sony still manufactures LCD TVs for the Americas region in its facility in Tijuana, it has entered
mtq a strategig alliance with Taiwan’s Hon Hai Precision Industry Co., wherein it sold 90 percent
of its °W”ef5h'p of Sony Baja California to Hon Hai Group, which will assume responsibility for
employees in the Tijuana plant. This will now give the Hon Hai Group access to NAFTA.
efﬁc?eéx?ylz :sz‘r‘";ego'r‘;s::izfs Si‘;l]lppcl;erst due to an increase in competition, competitiveness, and
e loniiath; vt order(t)cr) t‘)’; © gain the trust of their clients. Suppliers have invested "

more competitive, while at the same time gaining greate’
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i i i also increased the
access to better materials and technologies in the region. Better suppliers

X : i llowed Walmart to
variety of products available to consumers with wider price ranges, V:;C\Z? i‘ AFTA also helped
offer customers better savings and thus increase their purch.a?:ngor‘: aga.in adding to the pur-
Mexico achieve greater economic gro Bobiai

wth and lower rates O
chasing power of consumers. . ; ir own prices, but
Comerci and others have combated Walmart’s tactics by lowering their own P

; it ith its sup-
on many items, they can’t get the prices as low. Walmart’s negotlit'&%)zzg:rr;‘;gérs haSe
pliers is large enough that it can get the better deal. Al'so’, most O le or at deep discount,
priced goods differently. They were used to putting certain s - S‘?he ugh they have been
a strategy known as “high and low,” rather than lowering all prices. t‘?ll g, ustrated with the
trying to adjust their pricing structure to match Walmart’s, they are st
giant’s continued cost cutting. i

Walmart’s continued expagnsion forced yet more drastic actions. Qomercn had ad b:\?ag:\?:;
in 2010 when it had to restructure debt from losses resulting from foreign currency derve el
bets. In 2011, it announced that it was ready to expand by opening new stores. Comfa rc;im_
entered into several strategic alliances, including one with U.S.-based Costco, a major ith
petitor of Walmart: now Comerci owns 50 percent of Costco Mexico. One 'way to compgte W|h
Walmart is through diversification. In addition to its 199 stores, Comerci has moved into the

restaurant business and owns 72 restaurants in Mexico.

Walmart’s Expansion into Central America

Walmart also made two significant changes in its operations in Mexico. First, Walmrj.\rlt 'de
Mexico purchased Walmart Centroamerica in 2009. One thing that facilitated that acquisition
was the fact that Mexico, in addition to being a NAFTA member, signed free trade agree-
ments with 49 countries around the world, including several in Central America. This meant
that they could gain access to even more products and suppliers. In 2010, Walmart worked
with more than 26,200 suppliers throughout Mexico and Central America, with more than
60 percent of their supplier base in Mexico composed of SMEs (small and medium-sized
entities). They were also able to better coordinate the network of 14 distribution centers in
Mexico and 11 in Central America, locating them strategically throughout the region.
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Second, Walmart established a multi-format operati_ons agproacr; m' Stge; nreg::t r*:'; :(rj:r?ss
different consumer segments. This occurred not only in Mexucc;j bu :rm b oje, diﬁz:,ca
through Bodegas and discount stores, hypermarkets, clubs, anb tsr:.izu rmarke-t iz r::;
oottt 0 arzg' ?deg?NA:Jrr:f sggnselép:;?;:raél sct)ores Fa)::nd restaurants. It alsg

ifferent demographics. In addition, Walm par : :
?;a?ned things in I\iexico to help target the Hispanic commu’mty in t.hefl;ln:ctgcél1 rﬁf:tgﬁj gy'zzzn(;ril% it
Latin-themed warehouse store in Houston, Texas, callefi Mas, a splnot ho iiis Cor.nmunity 1
Walmart imported products from Mexico for its stores in the U.S. for the Hisp f

How Much Did Bribes Help?

Just as things were looking bright, allegations were brqught against Walmatl;t Thzogi éhat
systematic bribery was an important part of its expansugn efforts.. Appargn y e of
Walmart de Mexico was using bribes to expedite their ability to.obtaln. permits to bui s'tores
in a rush to expand. Nearly 20 percent of Walmart’s stores are in Mexico, and .Waln"‘lart |.s the
largest private employer in Mexico, employing 209,000 people. Were these bribes busnne§s
usual,” or did they illegally give Walmart an advantage in its rush to expand there_ anq gain
er dominance over its competition? This is an interesting question and one being inves-
by the U.S. Department of Justice.

JESTIONS

art tried to be successful in Germany and failed. However, it has been very successful in
Xico. How has the implementation of NAFTA affected Walmart’s success in Mexico?

1ow much of Walmart’s success is due to NAFTA, and how much is due to Walmart’s inherent
competitive strategy? In other words, could any other U.S. retailer have th
exico post-NAFTA, or is Walmart a special case?

\ hat has Comerci done to remain competitive? What else do
’ petitive in the future?

€ same success in

you think they need to do to remain
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