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Phase II: Strategic Supply Chain Model Paper

Supply chain management is the process that an organization uses to "improve the way the company finds the raw components it needs to make a product or service and deliver it to customers (www.supply-chain.org 2006)." There are five basics components of a supply chain management system-plan, source, make, deliver, and return.  Planning is the "strategy for managing all the resources that go toward meeting customer demand for the product or service (www.supply-chain.org 2006)." The source components are "the suppliers that will deliver the goods and services the organization needs to create the product or service (www.supply-chain.org 2006)."  Make applies to manufacturing the product or the activities necessary to provide the service to the customer. Deliver is the logistics, getting the product or service to the customer (www.supply-chain.org 2006).  The last component is return where quality assurance comes into play (www.supply-chain.org 2006). The goal of this paper is to see how the internal and external forces of Wal-Mart manages the existing supply chain management processes with Wal-Mart as well as the relationship between operations management and lean manufacturing. Beside to the aspects that will be discussed, examples of process improvement opportunities that result in cost reductions will be identified
Wal-Mart is one the largest retailing companies in the world.  Due to its proficient supply chain management practices, Wal-Mart has been recognized by analysts for its ability to achieve leadership-status.  Its supply chain management is backed by the need to meet the demands of customers while reducing costs.  Furthermore, Wal-Mart has been successful in the United States because of their buying of manufactured products for less then as a result passing their savings onto consumers.   This has led to their expansion all over America and throughout the world.  They have modeled their way around selling products cheaper, thus, changing the way we as consumers shop. They have also managed to outgrow all other retailers within their industry. 
Company History

Sam Walton opened the Wal-Mart company’s first discount store in Rogers, Arkansas in 1962.  By 1967 there were 24 Wal-Mart stores in Arkansas earning $12.6 million in sales. 1968 the first stores outside of Arkansas were opened in Sikeston, Montana, and Claremore, Oklahoma. The company officially incorporated as Wal-Mart Stores Inc. on October 31, 1969.  The first year the 1970’s saw the opening of the first Wal-Mart distribution center as well as significant growth for the organization.  At that point, Wal-Mart employed 1,500 Associates working in 38 stores, with sales of $44.2 million.  

By the mid 1970’s Wal-Mart employed more than 7,500 associates in 125 stores with sales of $340.3 million.  In 1979, Wal-Mart became the first company to reach $1 billion in sales in such a short period of time. The company closed out the decade with 276 stores, 21,000 associates and $1.248 billion in sales.  

Growth continued into 1980 with the opening of the largest distribution center to date in Palestine, Texas. Forbes magazine ranked Wal-Mart number one among general retailers for the eighth year straight in 1983 and became the nation’s number one retailer in 1990.  By 1995 the company had locations in all 50 states as well as three units in Argentina and five in Brazil for a total operations of 1,995 stores, 239 Supercenters, 433 Sam’s Clubs and 276 international stores with sales of $93.6 billion and 675,000 associates. In 1996, Wal-Mart entered China through a joint-venture agreement.  In 1997 Wal-Mart had become the largest private employer in the United States with 680,000 associates, plus an additional 115,000 international associates and sales totaling $105 billion.  The company served 90 million customers per week worldwide.  In 1999 Wal-Mart was established as the largest private employer in the world, with 1,140,000 total associates.  

In 2005 Wal-Mart employed more than 1.6 million associates in more 6,200 facilities around the world including 3,800 U.S. stores and 3,800 international units with $312.4 billion in sales. The company served more than 138 million weekly customers in the United States, Argentina, Brazil, Canada, China, Costa Rica, El Salvador, Germany, Guatemala, Honduras, Japan, Mexico, Nicaragua, Puerto Rico, South Korea and the United Kingdom (Wal-Mart Stores, Inc, 2001).

Traditional manufacturing is a concept in which manufacturers create products in anticipation of having a market for them.  Operations are driven by sales forecasts and firms tend to stockpile inventories in the event they are needed. 

In lean manufacturing production is driven by real customer demand.  Instead of producing what a company hopes to sell, lean manufacturing produces what the customers want.  Instead of pushing product to market, it's pulled through a system set up to quickly respond to customer demand. 

Lean organizations are capable of producing high-quality products economically in lower volumes and bringing them to market faster than mass producers. A lean organization can make twice as much product with twice the quality and half the time and space, at half the cost, with a fraction of the normal work-in-process inventory. Lean management is about operating the most efficient and effective organization possible, with the least cost and zero waste (MAMTC, n.d.).

From the beginning, Sam Walton incorporated lean manufacturing practices in Wal-Mart’s operations management and set the standards in supply chain automation.  Before starting the Wal-Mart stores in 1962, Sam Walton had owned a successful chain of franchised Ben Franklin variety stores.  In working with these stores, Walton recognized a trend in discount retailing that was driving high volumes of product through low cost outlets.  This is when he decided to open large warehouse styled stores initially named Wal-Mart Discount City.  In facing distribution challenges, Walton soon realized that self-distribution was necessary.  

Walton and his senior management would make frequent trips to buying offices in New York City, bypassing the wholesaler and distributor middlemen.  Wal-Mart’s buyers worked directly with suppliers in ensuring that the correct mixture of standard merchandise and new items were ordered.  Wal-Mart also began to source products globally opening the first office located in Chine in the mid 1980s.  Purchasing offices worked directly with local manufacturers to source the Wal-Mart private label merchandise.  It was these private label items that accounted for approximately twenty percent of sales in 2005.  These product appeals to customers as they were typically priced with a substantial savings over the comparable name brand items thus producing a higher profit margin.  Wal-Mart buyers reviewed merchandise quarterly and toured stores several days per week, helping associated to stock and sell merchandise on the sales floor.

Wal-Mart also held tremendous power over its suppliers and in negotiating insisted on a single invoice price without paying for co-operative advertising, discounting or distribution.  Globally Wal-Mart had approximately 90,000 suppliers, 200 of which were key global suppliers.  

Wal-mart store openings were driven by its distribution strategy.  To gain economies of scale, Walton insisted on saturating areas within a day’s driving distance of a distribution center.  This distribution led store expansion strategy allowed Wal-Mart to add thousands of U.S. stored across the nation over the next two decades.  Stores were located in low-rent suburban areas that were close to major highways helping to build Wal-Mart to the most efficient logistics network of any retailer with the largest private truck fleet employee base of any firm.  

In its retail strategy, Wal-mart’s first stores were filled with merchandise that had been purchased in bulk allowing Wal-Mart to sell merchandise at a discount from the suggested retail price.  Customers were attracted to the assortment of low priced products and the company grew rapidly.  Wal-Mart implemented an “everyday low price” policy in which products remained at a steady price and were not discounted on regular basis as with its competitors.  Because of this policy, Wal-Mart did not need to advertise as often as its competitors and channeled the savings back into price reductions.  Wal-Mart also worked with suppliers on price rollback campaigns in which 90 day price rollbacks were funded by suppliers with the goal of increasing product sales.  
Wal-Mart distribution centers had real-time or nearly real-time information on each store’s in-store stock levels allowing distribution centers to push merchandise out to stores automatically.  These store level information systems also allowed manufacturers to be notified of merchandise purchases and to anticipate changes in demand (Johnson, 2006).
Wal-Mart has been recognized to be a leader in lowest costs in order to provide lower prices to its consumers. With a supply chain as strong as Wal-Mart, it is hard to notice any need for improvements because many of their logistics aspects operate on very up-to-date technologies. For example, Wal-Mart has 112 distribution centers and each DC serves 75-100 stores within a 250-miles radius. Wal-Mart also has about five miles of conveyer belts in its DC and has merchandise sectioned and marked according to stores. (Logistics Facts, 2008) Wal-Mart and its suppliers also use electronic product codes (EPCs) which are specific to items and boxes in case of a recall. The biggest benefit of EPCs is merchandise availability because the company’s inventory software is very closely knit to fulfill customer demand. (EPC, 2009).


Along with constant improvements and changes throughout the company’s existence, there are some areas may require improvements to cut costs and increase profits and customer satisfaction. According to an article by Wall Street Journal in 1997, the retail giant faced many challenges when it entered the South American market, mainly Brazil. The main problem as stated in the article was the mistake of the corporation to find the interests of the local residents before ordering merchandise to stock on the shelves. Wal-Mart also had other problems such as suppliers not willing to accept Wal-Mart’s pricing terms, and the deliveries of products to the stores being late, just to name a few. (Simchi-Levi, 2008, pgs. 310-311). The solution to these problems could be integrating the inventory system in other country to match the inventory system in the US and centralizing control of it, to avoid any miscommunications in the future. Another solution would be to thoroughly research the country that Wal-Mart is trying to enter and understand the general needs and tastes of the consumers in that market to make it easier for Wal-Mart to be generally accepted by that market.


Looking in the future, Wal-Mart has taken the responsibility to offer eco-friendly products at very low prices in order to promote and encourage consumers to use them. Wal-Mart is working with its suppliers to make energy-efficient products in order to meet its goal of having products that are 25% more energy efficient within three years. (Company of the Future, 2008) Wal-Mart is offering many incentives to drive consumer acceptance of energy-efficient and eco-friendly products by reducing the prices of such items by more than 50%. (Company of the Future, 2008) By continuing its efforts to help the environment and provide customer satisfaction at the same time through constantly working with its suppliers, Wal-Mart is setting a benchmark for many other retailers to follow.

Wal-Mart pioneered "just-in-time" inventory in the retail industry. The 'Wal-Mart model' is the leading retail strategy to emerge since the 1970s. "This model features a super-efficient production process in which each component of the supply chain management system is linked to the next in a continuous 'just-in-time' chain (Benson 2006)." Wal-Mart's passion to hold the lowest feasible inventory level while avoiding the risks of stock outs has been its competitive advantage.
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