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Chain of

command

Wal-Mart is a supply chain driven company
obsessed with lowering costs.

By Michael Bergdahl

ecently I spoke at a business confer-

ence in Panama City, Panama about

the Best Practices of the World’s Larg-

est Company... Wal-Mart. While I

as there, I decided to visit the Pana-

ma 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 slowly moving from
the Pacific Ocean towards the Atlantic.

I learned that by 2015 Panama |
plans to widen the canal allowing :
the passage of even larger container
ships. Currently the biggest ships
that can navigate the canal and locks i
carry up to 4,000 containers. After |

the widening is complete, ships car-

rying more than 11,000 containers |

will be able to make the trip.
For some reason, as I watched

the container ships passing through :
the Panama Canal, I thought about
the impact that widening the canal
would have on the way Wal-Mart
(and its competitors) ships freight i
into the United States, and for that
matter, around the world. At the
present time, most of its contain- i
ers filled with products bound for i
American consumers enter the USA i
through the Port of Los Angeles/ :
Long Beach. With its history of la- }
bor problems and strikes, it’s hard to
believe the Long Beach, California
port still maintains a monopoly on i
container shipments entering into |
the United States. It is estimated that
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2/3 of the container shipments en- i
! tering the USA from China and Asia |
pass through the Long Beach Termi-
nal. In the past, dock worker strikes
at Long Beach have crippled manu- i
facturers and retailers around the :
¢ world. T have heard that during the i
last strike, container ships were lined
i up across the Pacific Ocean, all the i
i way up the Yangtze River in China, |

parked and waiting for the strike to

end. That’s all about to change. As a i
result of widening the Panama Canal
those bigger container ships will now i
be able to bypass west coast ports like
Seattle, Portland, and Los Angeles in
favor of more business friendly ports,
in “right to work” states like: Texas,
Louisiana, Mississippi and Alabama.

Overnight, Houston, Texas will be-

come the “New Long Beach!” If you
think about it from a rail and truck- :

. . ,
ing standpoint, Houston’s centre

of the country location will signifi-

delivery of containers to customers.
Shipments into a business friendly
state like Texas will also insure the
“product pipeline” is always open i
and flowing. It’s a big win for manu-
facturers, suppliers, retailers, and :
consumers alike as productivity will
go up and costs will come down for i
moving containers from ship, to rail,
i to road through Gulf Coast Ports! |
{ You can bet the big international i
¢ shippers from the USA, and around i
the world, are already gearing up to !
take advantage of that southern sup- i
i their own canals so they too can tap

Since the cost of container ship- :
ping is about to come down once !
again, you can bet that suppliers and
manufacturers for companies like |
i Wal-Mart are already planning for i
the future. There is little doubt that i
the widening of the Panama Canal |
i will change the supply chain strate-
gies of retailers and manufacturers |
cantly reduce the amount of diesel i around the world. Wal-Mart has
fuel consumption, while simultane- :
ously reducing the time required for

ply chain hospitality!

already booked passage for its prod-
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container vessel the Emma Maersk,
capable of ferrying 11,000 contain-
ers. The Port of Houston, in turn,
is already preparing for a windfall of
new business by preparing its docks
and dredging its harbor to handle
the parade of mega ships. The Emma
Maersk is the first of a fleet of super
container ships which will be up and
running by the time Panama opens
their widened canal. The business
potential is so lucrative that there is
even talk that Mexico, Nicaragua and
Colombia are all considering digging

into the mega ship bonanza about to
unfold. The financial opportunities
are huge and the risks are relatively
low for Panama, because there are
more than five million containers in
transit across the globe at any given
time, and each year that number is
growing.

The fact that Panama is a logistics
driven country is about to change the

: way Wal-Mart, a supply chain driven

uct containers on the world’s largest :

company, ships containers across the
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world and transports freight through-
out North and South America! The

widening of the Panama Canal fits

right into Wal-Mart’s logistics strat- :
egy, which is all about finding ways

to reduce and eliminate costs. Low
transportation costs allow it to sell

its products at the lowest possible :
prices, which in turn makes retail :

competition with them a real night-
mare. Wal-Mart’s low price strategy

is no dream come true for many of :
its large and small suppliers either as :
many of them either break even or :

“trade dollars’ supplying Wal-Mart’s

stores. The big winners in the race :
to sell at rock bottom prices are con- :
sumers. It is estimated that families :

of four, that buy groceries at Wal-
Mart, save an estimated USD$2500

per year. Those low prices are the :
reason 175 million customers flock

to Wal-Marts Stores every week of
the year! They're also the reason 31
regional grocery competitors have

gone out of business since Wal-Mart :

entered the grocery business!

So why is Wal-Mart so driven to :
reduce its costs? One answer is be- i
cause of Wal-Mart’s commitment to :

offering low prices to its customers.
Another answer is that it has no oth-

er choice! You see its sales last year i

were US$404 billion, placing the

company atop the Fortune 500 list,
but amazingly, the company only

ckes out a 3.2 per cent profit! There’s :
no need for you to feel sorry for Wal- i

Mart’s “meager” profits however, be-
cause in real dollars, 3.3 per cent is

more than US$13.billion in profits!

When you understand the Wal-
Mart profitability model it helps you

understand why Wal-Mart’s leaders

are downright fanatical about driv- i
g H

ing costs out of the supply chain. To

them the widening of the Panama :

Canal is just another opportunity to

lower costs to protect their razor-thin i
profit margins! With 7,400 stores, i

120 massive distribution centers and
operations expanding in 15 coun-
tries, Wal-Mart’s leaders must focus

on continuously improving opera- :
tions, lowering costs and improving :

customer service in order to maintain

a profitable bottom-line. The ability
to manage its supply chain efficiently ;
always has been paramount to the :

success of its Everyday Low Price
(EDLP) Strategy, and to achieving

success of its low profitability busi- :
ness model. It is for this reason that i
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many consider Wal-Mart, “a supply :
chain driven company that also has i
retail stores.” It’s no secret that the i
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 i
i which are designed to lower costs, re-
i duce out-of-stocks and increase sales. ;
i Wal-Mart isn’t afraid to invest money :
upon every opportunity to improve
efficiencies and lower costs. It isnt a i
choice for Wal-Mart’s leaders to con- i
tinuously improve their supply chain i
as much as it is a requirement for :
Wal-Mart to remain competitive and
profitable! In other words, the mas-
sive company’s future survival will be
predicated on its ability to control its
i superior technology, a masterful sup-

So how do Wal-Mart’s leaders ‘i
rally more than 2 million employ-
ees to focus on cost, customers and i
continuous improvement? Interest-
: ingly, they do it by thinking small!
i While other companies “think big, i
start small, and scale up”, Wal-Mart !
teaches its team to “thing small, start
i between 72 hours and 60 days upon
taking possession of it from its sup-

the leading edge of logistics, distri-

bution, transportation, and tech- :

nology and it must then capitalise

own expenses!

small, and then scale up.” They call

it “crawl, walk, run!” Its hard to i
believe the store managers, at Wal-
Mart, manage their individual stores :
as if they were a single store retailer
but it is true. They teach their man- i
agers to operate as if they were run- |
ning 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 com- i
pany’s executives push decision mak- :

ing downward and empower store

employee teams to make decisions. ;
Employees are encouraged to think :

like entrepreneurs by focusing on

simplification, superior execution, ;
i digm is about to shift once again! The

and legendary service.
Through vendor partnerships
Wal-Mart constantly works with

i world class manufacturers to imple-

ment leading edge (and bleeding i unfold. The bad news, for Wal-Marts

edge) logistics strategies, like RFID,

in expensive and controversial supply
chain strategies like RFID, if their

proforma financial analysis predicts :
i important sustainable competitive

At Wal-Mart being “in-stock” is :

future cost savings.

the goal of all of its logistical efforts

because being out-of-stock is tanta- ;
mount to being out of business. The :

key to being in-stock for Wal-Mart is

ply chain, vendor communication,

counting only works with extremely

high sales volume. Inventory turn at !
high velocity backed by automated i
Wal-Mart i

replenishment  insures
sells 100 per cent of its inventory

pliers. Said another way, Wal-Mart’s
goal is to turn 100 per cent of its
inventory, at a minimum, every 60

days, which insures inventory is sold
to consumers before Wal-Mart has

even paid their suppliers for it! Like

a bank, Wal-Mart makes money, on
i money!

The bottom line is that Wal- i

Marts low price strategy is made pos-

i sible because of offshore private label
containerisation, :
and modern intermodal logistics. It :

manufacturing,
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i s estimated that the cost for shipping
i products by retailers today has been

reduced from around a 15 per cent

i of retail sales, for shipping products
i in the pre-containerisation world,

compared to around 1 per cent of
retail sales, for products shipped in

i containers today. In addition, dam-
i age and theft have been dramati-

cally reduced. By flowing goods into

stores, via automated replenishment,

i and using cross docking to achieve
i just in time distribution, Wal-Mart
i virtually eliminates warehousing of

products, further reducing costs for

i its big box stores. In reality, these
i stores are massive retail warehouse
i showrooms!

As 1 finished my lunch at the
Panama Canal that day I came to the
realisation that the supply chain para-

good news s, at least this time, supply
chain experts have time to prepare for
the monumental sea changes about to

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 technol-
ogy, logistics, distribution and trans-
portation have been its single most

advantage. Unfortunately for Wal-
Mart, large retailers and manufactur-
ers around the world will continue to
copy Wal-Mart’s supply chain innova-
tions and best practices in an effort to
re-level the competitive playing field.

i Again, don’t feel sorry for Wal-Mart
and in-store execution. Discount re- :
tailing demands low prices, and dis- ;

because even as its competitors copy
its strategies and tactics, this retailer
will continue to use its ultimate weap-
on, to distance itself from its com-
petitors, by growing bigger and faster
around the world, by not only lever-
aging its incredible supply chain, but
by leveraging its unmatched econo-
mies of scale. M

Michael Bergdahl is an interna-
tional speaker, author and busi-
ness coach. He worked in Ben-
tonville, Arkansas for Wal-Mart, as the
Director of “People”, where he worked
directly with Sam Walton who gave

¢ Bergdahl the nickname, “Bird Dawg’!

Bergadhal will be speaking in India in
his master class — Bird Dawg Million-
aire — being conducted in Mumbai,
Chennai and Delhi. More details are
available at www. birddawg2009.com
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