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Last year I was invited to speak at a business conference in Panama City, Panama about the Best Practices of the World’s Largest Company . . .Wal-Mart.  While I was there, I decided to visit the Panama Canal.  It was just a short drive from the Hotel El Panama to the Miraflores Locks where I had lunch at the café, overlooking the canal.  The view was both spectacular, and surreal, as I watched the heavily laden container ships moving from the Pacific Ocean to the Atlantic Ocean and vice versa.  As I watched the container ships passing through the Panama Canal, I thought about the impact that widening the canal would have on the costs associated with shipping freight from Asia into the United States, and how it would impact companies like Wal-Mart.  You see, Wal-Mart is a company obsessed with lowering its operating costs in every area of its operation.  You can bet their logistics managers are already licking their chops as they realize the impact larger ships will have on lowering the cost of shipping Wal-Mart’s collection of “to good to be true” bargains from China into its USA and South American stores.  

So why is Wal-Mart so driven to reduce its costs?  One answer is because of Wal-Mart’s commitment to offering low prices to its customers.  Another answer is that even though Wal-Mart is the number one company in total annual sales in the World, its profit dollars don’t even rank the company in the top 10!  It may be hard to believe, but Wal-Mart’s annual sales last year were USD$375 billion, placing the company on top of the Fortune 500 list, but amazingly, the company only ekes out a 3.2% profit!  Wal-Mart’s total dollar profits last year ranked the company at only number twelve on Fortune’s most profitable companies list (in US Dollars)!  There’s no need for you to feel sorry for Wal-Mart’s meager profits however, because in real dollars, 3.2% equals USD$11.2 billion in profits!  

When you understand the Wal-Mart profitability model it helps you understand why Wal-Mart’s leaders are downright fanatical about driving out costs.  To them the widening of the Panama Canal is just another opportunity to lower costs to protect their razor thin profit margins!  With more than 7000 stores, 120 massive distribution centers and operations expanding in 15 countries, Wal-Mart’s leaders must focus on continuously improving operations, lowering costs and improving customer service.   The ability to manage its supply chain efficiently always has been paramount to the success of its Everyday Low Price Strategy, and to achieving success with its low profitability business model.  It is for this reason that many consider Wal-Mart, “a supply chain driven company that also has retail stores.”  It’s no secret that the Wal-Mart business model would come crashing down immediately without its renowned technology and supply chain.  “The Wal-Mart Way” demands that the company stays on the leading edge of logistics, distribution, transportation, and technology; it must then capitalize upon every opportunity to improve.  It isn’t a choice for Wal-Mart’s leaders to continuously improve their operations as much as it is a requirement for Wal-Mart to remain competitive and profitable!

You only need to think about the impact Wal-Mart’s supply chain had on the lives of the victims of Hurricane Katrina to understand how advanced Wal-Mart’s supply chain really is!  Were you aware of the fact that Wal-Mart was the first organization to provide water, ice and generators in Louisiana and Mississippi in the days following the devastating storm?  Did you know the United States Federal Government has studied Wal-Mart’s supply chain in order to learn why Wal-Mart did so well, and the Feds failed in their response to the Katrina disaster?  Are you surprised that Wal-Mart responded when no one else could?  When you realize the investment Wal-Mart has made in Supply Chain Management and the fact that it has the largest IT Systems of any private company in the world, you’d quickly understand why Wal-Mart is such a global force.            

 
So how do Wal-Mart’s leaders rally almost 2 million of its employees to focus on cost, customers and continuous improvement?  Interestingly, they do it by thinking small!  While other companies “think big start small and scale up”, Wal-Mart teaches its team to “thing small, start small and then scale up.”  It’s hard to believe the store managers, at Wal-Mart, run their individual stores as if they were a single store retailer; just like a small company!  Managers are taught to worry about one store at a time, one department at a time, and one customer at a time.   The company’s executives push decision making downward and empower store teams to think like entrepreneurs by focusing on making the operations of individual stores the best they can be through a combination of simplification, superior execution and legendary service.  

As I finished my lunch at the Panama Canal that day I came to the realization that the supply chain paradigm is about to shift once again!   The bad news, for Wal-Mart’s competitors, is that shipping costs for the World’s Largest Company will once again come down putting even more pressure on competitive prices!  For decades, Wal-Mart’s focus on technology, logistics, distribution and transportation have been its most important sustainable competitive advantage.  Unfortunately for Wal-Mart, large retailers and manufacturers around the world will continue to copy Wal-Mart’s innovations and best practices in an effort to re-level the competitive playing field.  Again, don’t feel sorry for Wal-Mart because even as its competitors copy its strategies and tactics, Wal-Mart will continue to use its ultimate weapon, to distance itself from its competitors, by growing bigger and faster around the world, by not only leveraging its incredibly low expense structure, but by also leveraging its unmatched economies of scale.   
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