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	Innocents Abroad?

Wal-Mart's Global Sales Rise
As It Learns From Mistakes;
No More Ice Skates in Mexico

By GERALDO SAMOR, CECILIE ROHWEDDER and ANN ZIMMERMAN 
Staff Reporters of THE WALL STREET JOURNAL
May 16, 2006; Page B1
When Wal-Mart Stores Inc. started expanding abroad in the early 1990s, it offered a little piece of America to foreign consumers -- and that was the problem.

In soccer-mad Brazil, it heavily promoted golf clubs. In sweltering Mexico, it pushed ice skates. In stolid Germany, its clerks bagged and smiled, prompting suspicion that they were flirting.
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World of Wal-Mart: its Neighborhood Market store in China

Now, there are signs that Wal-Mart has learned from its mistakes and is becoming a more formidable global retailer by buying successful local chains, hiring local executives and learning local tastes. Even so, it still faces some large hurdles, the result of facing off against the world's best retailers.

Wal-Mart's international operations account for 20% of the company's total sales and are the fastest growing business at the retailer, based in Bentonville, Ark. Indeed, if Wal-Mart's international business were an independent chain, it could end the year as the world's fourth largest retailer, following Wal-Mart's U.S. operations, Home Depot Inc. and Carrefour SA, respectively, says Michael Exstein, a Credit Suisse Group analyst, who estimates Wal-Mart's international revenue will increase to $78 billion in the fiscal year ending Jan. 31, 2007, from $63 billion in fiscal 2006.

Wal-Mart, which will report earnings today for its quarter ended April 28, said earlier this month that it anticipates a 12% rise in sales to $81.5 billion, fueled partly by a 24% surge in sales from its international operations versus a 9.9% gain by its U.S. operations.

In Mexico, Wal-Mart is the nation's No. 1 retailer based on sales, and trades as a separate company, Wal-Mart de Mexico SA. In Brazil it has jumped to No. 3 from No. 6 in the past two years through acquisitions. Those two markets account for 22% of the company's international sales. In Great Britain, which accounts for 45% of foreign sales, the company has had a tougher time but is taking actions to fix its problems. The same is true in Germany and Japan.

"We're not going to win on every one of them," Wal-Mart's chief executive officer, Lee Scott, said recently, referring to the 15 countries where the company operates. "There is no secret to our formula where we just walk in, hang a sign on the door and, 'My goodness, there's a Wal-Mart here, line up!' It doesn't work that way."

Wal-Mart's challenges have varied by country. In Germany, it hit a trifecta of trouble with employees, customers and competitors. A lawsuit by workers forced Wal-Mart to change part of an ethics manual that prohibited romantic relationships between supervisors and employees. Although those rules are commonplace in the U.S., German workers saw them as violations of personal rights.

German consumers rejected American features such as grocery bagging or cashiers who are asked to smile. And Wal-Mart flopped in competition with Aldi Einkauf GmbH, a so-called "hard discounter" with a limited assortment of private label products at rock-bottom prices.

Hard discounters account for some 40% of food retail sales in the country, compared with Wal-Mart's share of just 2%. "Wal-Mart came to Germany positioning itself as the cheapest, but that spot is already taken by Aldi," says Wolfgang Twardawa, an analyst at GfK, a market-research firm based in Nuremberg, Germany.

Although Wal-Mart is operating in the red in Germany, the company has worked on lowering costs and ingratiating itself with suppliers and shoppers. For instance, it sponsored events like "Singles Shopping Nights," at which customers could look for love along with their groceries and were treated to sparkling wine and oysters at the store. The evenings were so popular that Wal-Mart still hosts them occasionally and has organized them at its stores in other countries.
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World of Wal-Mart: its Asda subsidiary in the U.K.

Wal-Mart has had better success across the English Channel, with its Asda subsidiary, which it purchased in 1999. Asda was long the least expensive of the United Kingdom's large grocery chains, putting Wal-Mart in a familiar role. Rivals have made inroads by slashing prices and beating Asda in offering new products, such as gourmet-style ready-to-eat meals and a wide selection of organic produce. Tesco PLC, the country's biggest retailer, compares its prices with Asda's on the Tesco Web site.

But Asda is adjusting to the tougher competition. With zoning laws obstructing the opening of new large supercenters, Asda is opening smaller stores, as its rivals have done. It is also cutting prices further and upgrading its fresh food selection.

In Japan, Wal-Mart has also faced competition. Even before Wal-Mart entered the country in 2002 by buying a minority stake in the grocery and apparel chain Seiyu Ltd., competitors such Aeon Co. sent employees to visit Wal-Mart stores in the U.S., South Korea and China. Aping the Wal-Mart formula, Japanese retailers slashed prices and opened single-story supercenters with acres of parking -- a novelty in a country used to cramped, multistory shopping.

Earlier this year, Wal-Mart raised its stake in Seiyu to a majority position so it can fully control operations. It is remodeling old Seiyu stores and adding the computerized inventory tracking systems that have long let Wal-Mart keep shelves filled in the U.S. without creating costly inventory.

When Wal-Mart started its foreign operations in 1991, it didn't set specific goals, and the company seemed to figure that what had worked for it in the U.S. would work overseas. In Mexico, it did. There, it bought Cifra SA, the country's largest discount retailer and converted Cifra's stores to U.S.-style supercenters featuring cut-rate prices.

After some cultural flubs -- selling ride-on lawn mowers in a place that lacks American-style suburbs, for instance -- it learned what shoppers wanted. For the thousands of Mexicans who travel to the U.S. for work or even a weekend shopping spree, Wal-Mart was a slice of the U.S. in Mexico.

At a Wal-Mart in the Mexico City area, Raul Perez loads his shopping cart with Huggies diapers, cartons of milk and other necessities for his young family. "We often end up buying more than we came for, there's so much to choose from," he says.

[image: image14.jpg]



World of Wal-Mart: its Todo Dia store in Brazil

Wal-Mart tried the supercenter model in Brazil, too, when it opened its first stores there in 1995, but it didn't fare well initially. That's because Brazilians like to shop in their neighborhoods, not jump in a car for a trip to the suburbs where Wal-Mart was located. In the past two years, the company has learned that lesson, aided by senior managers that include 16 Brazilians. The supercenters remain but Wal-Mart also has purchased chains with an assortment of formats, including Balaio neighborhood stores and Magazine general-merchandise stores, which don't sell food.

Wal-Mart also learned it had to devote far more square footage to food items than it does in the U.S. because Brazilians are used to buying fresh meat and fish from supermarkets. While U.S. customers get their fish and meat already wrapped, Brazilians like to point to the steak they want and order it cut on the spot. At a Wal-Mart store on the outskirts of Sao Paulo, customers can pick among 37 different types of fresh fish.

Wal-Mart also showed it can adapt in China, which is currently a tiny market for the company. There it sells live turtles and snakes -- popular Chinese dinners -- and tries to lure shoppers coming to stores on foot or bicycle by offering free shuttle buses and home delivery for refrigerators and other large items.

As Wal-Mart ponders new markets, it's doing its cultural homework. Michael Duke, head of Wal-Mart International, recently spent a few days in India, where foreign retailers are barred from operating, to understand Indian customers once investment barriers fall.

"They showed me what food was in their kitchen," says Mr. Duke. "They showed me what little grain they had. They showed me what was in their bathroom. One family of three generations lived in three rooms. There was no refrigerator, but there were three TVs. You can't lead a business without knowing customers personally."

---- Kris Hudson, John Lyons and Ellen Zhu contributed to this article.
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