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Walmart's Passage to India

Indrajit Gupta, Malini Goyal and Neelima Mahajan
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The world's largest retailer has found a new growth engine in the holy

city of Amritsar

Befone wi bogin o bEll this stary,
Bllow, us-a moment o pot & faw
things inio perspective. Walmeart
i the words second largest
company alter ExxonMobil, Last
year. it was number ones Now,
pause for a moment and ask
woursell o large s large feallyy
LErge is whan your revenues ana
i thi regian of H206 Gillon and
yorl oBre six limes. lergar Hhen
Proctor & Gamble, the |argest
cAnsumer products company n
thi world, Ladge fs:whaen thaso
revenues are more than the GOP
of af least 144 rations.

Lewrge 15 whizn you nioed al leost
58 billion in additiona| revendes
PO g ren Dy e pitrcEnt eacl) yisar,

When & system 15 built 'on the
hack of this kind of numbers, the
pecple runming 1t are diffioult to
plasse—and equally difficdlt to
imprass, But one July morming
this year, Doug Mohilo, was mighty plegsed and
mighty  impressed, The CEQ of Walmart's
intermational operation was. visiting his. rewest
baby aiarge, month-old store on the fabled Grand
Trunk Rodd just outside Amntsar in Punjat,

Sl upg In o joint wantute with Sunil Mittar s Bhartl
Group and called Best Price: Modern Wholesale,
b countors Bt the store fold him thdy bz
signed an ¢lose to 35,000 membars 0 the first
chople of weeks (whioh has smoe ballooned 1o
FOL000), They included small Kirana shop ownsers,
hotels, restaurants; schools,: colleges, the police
force and even the indian Army, Sakes. they talkd
him, ‘esceeded expectations By almost 70
percent. And that tha profits Being generated word
lartge enpugh to cover even depreciation. Their
oply sarcarn was whelher stocis could cope with
demand,

Mchillon blinked, After 18 years-at Walmart, he
kg thie comipany |s pratty damn good  actuslly,
the best  wnen o comes to retailing. But T had
never  agtompted & pdre wholesale  formal

Image: Madhu Kapparath for
Forlsea. Indin Big Volume Drivens
are pulses and grains which safl

In large quantity pochs

anywhire in the world, including
in the U5, If anything. it hesonly
playad witne hybrid modsls ke
Samy's Club that caters 1o bath
billk buyers and retail shoppers;
The closeat it had come to
rmaking & fTormat ke this wark
wais' something. cabied Madd in
Mezico, Bt that wasa’t & pure
Buzipessto-business. model,
Evarn homemakers could shop
thixpe.

For the first lime; MoMillan
figured, Waimart was looking ata
model that held out = few
promiges, Oneé, if scaled up, It
could easily feed s billion dollars
fnio Walmart’s insatisble
appetite over the neat five years;
T, if the mcdel be replicated in
other emerging markets aomss
thie world, God alare Enows how
gy billlon dollars the company
colid wilkgw ey with.

Shortly after hie congluded hisvisil (o the: stora, &
effusive McMillon fold CNBC-TVIB, “Our
ivestimants ip India are really not-constramned
from & firancial perspective. The constralnt is
mare aboul how many cash and carry wnits can
yOUE BeL 1o open frofm-a real estate perspective.”

Whiat he really meant waz that Walimart e roady
with @ &5 hillion plus war chast far its intematianal
Busirass and it |5 up 1o Indee to use as maich af (1t
as it can, And that if the Indian 1éam, headed by
fermes Uplbevers axecutive Ry Jain, can find
gnough land 1o-sef up more stores of the kind
operdating in Amrtser, ho can doublé the stakes,
“We will roll it out rapldly,” says Jain. The plan is to
sefl Up 15 maybs more  of such slonés aoross the
CoUrstry in the nest Twa vears

Sorandipity

Sure, there s g =chopl of thought that argues
Walmart is among the |ast of its Kind tolatch on to
the greal Indian dream. Home-growh businesses
like the Future Group have more than a decadns’s



head start. Cthers like
Ralignes and 4%, Birfla
have lsamt Ffrom theair
mistakes: antd ang now
[aoking 1o regraup thair
sirategles

Bul, honastly, thal is
missing the trees for the
woods, Afl of tham cater
toa 820 hillion organized
rtall  oppartunity,  The
pEsh gnd carry
ppporiunity 5 & much
farger, S400 Willon
opportunity. nmow
dominated by the
unorganised wholesalers
wha supply b local kinana
stores. The qnly ong who tried was Germanys
Matro  the world's torgos! wholosale oporation.
But itnever quite figured India out,

It Ispt that Walmart was clusless of the Intis
oppo tunity, After China, this is the only country
whare It sees enough potential to plant at least
1,000 stores, But thece e regulatory issues,
Indian l@4 prevents foreign retailers from selling
diractly to chnsumers, If they Intend o take the
wholgaake route thiough, they e walcame o apan
shop But Walmart, had & lat af thinking 10 do
Badons it iook e purge.

Two decades altor gtepping out of the US, 1
remains & quintessentisl American company: It
undesstands Amercan cofsumers will, but (=il 8t
gase In most emerging markets, FProfessar, Anll
Gupta, who has tacked Walmarl's pogross
arpund the world teaches strategy at the University
ol Michigan says, °| spoke with seniod execulives
from Walmart a couple of years ago wanting 1o fing
oait hiw global the-company's mindset &, | kad ap
imstrument te do this, They saw dan't give 1110 us.
Our giobal mindset 15 balow zern we g2 3 US
company doing business abrapd and not & glakal
COmpany,

But under itz current CEQ Mike Duke, Walmart has
mado e strides outside the US, In 2007, more
than 50 percent of Walmart' s assets were gutside
i LS. “Walmarl's futuse = clearly oulside the
Linited States,” saye Gupta,

And firally, s experenca i other parts of the
world was patehy, InMexioo, when 13 started aut in
192, It=at up a huge American Style parding ot
mitside Its discount - stare, Untll its managers
realised CUBTOMErs came in DUses, not cars, And
that there Gre o takers for golf bells ina low-
icoame country, Intime thowgh, they recoverad
and ara now very successhul there

Tharewere hiccups m Brazl as well where they had
6 deal with Tough compotitors ke -Ahald and
Carrefour, Eventually, Walmart bought out Ahoid
I Argarting, It operates on Lhe fringes with barely

image: Madhu Happaraih for Forbes India
Walmart claims its own checkout countors use
Elobal tachnology that ensures that it ks
at least thres times fastar than local rivals
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AmErica Cosia Rica,
Glustemala, Honduras
#nd  Micaragdua CHITE
hrowgh ar acqulzition in
2007, But thasa markeds
are loo small to matter in
the iarger, perspacting. [N
Germany, Walmart
gouldn’s match up o
entrenchod players ko
tetro and Aldi, It firaly
ook & Bblllion-dollar hit,
o ta Metro and gat out.

I3 first foray iInto ASiE Was
in Hong Kang. But |1 was
untuchy with the partner.
Eventually, ‘Walmart
pullsd out. MNoxt siop:
tndanesia during Suharta’s time. To do business
thera, therd was fio way out Bub 'to-tap into his
networh. A littie-tater, rictsbrowa out, SUharto was
deposed, and Walmart's stores 'were burmf down.
The foray into South Korea was doomed from the
Beginning. Seven years affer trying to gain scale, it
soid Its businesses there and | abanglonad the
g,

Walmart out its testh in China durmg 1997 . Samea
cardinal: mistakes fater, like- attempling 1o sall
frozen foods to B naflon obkessed with Tresh
vizgetables, ment and fish, [thas managed 1O harg
an in therg, Mare than 10 years down the line, it
fags Fronch rotoll chain Carrafour wiich, unhiko
Walmart, gives grester autonomy 1o lecal stone
Managers.

To be falr ta Walmart, It leaml its lessons well.
"Out mode! revolves sround scale ... and offering
good quadity products al prices [Gwer than othens,”
says Haj Jain, "lf we can't have that scale for
whiltevef reasons, |legal, financial, or anything
#leE, by and lafge we don't succeed i those
markets: S0 iet's be clear shout this: ¥ we enter
Indii s ranier avislon 1o be big,”

WhicH |&-wiy whignr laced with two oplions, walt for
the [aw of the land to change before setting up
shop or punt on thé wholésale apporiunlty, it
chise the latter, And i spite.of Faving The cption
10 Eomid fnoan [t8 own, Walmart chase 1o gartner
with Bharti' Enterprises. for the cash -and camy
wholésale business: It wasn't willing to. repaat
mistakes made in other parts of the world hecause
they couldn't figure out local nuanoes eany

Efoigh,

It heiped, As Sunil Mittal tokd Forles India & fow
weeks ago, | went to Amritsar ard they showed
mie: some stores. | thooght there was 100 much
braakfast oefesl stacked there, | 1old them, its the
wiong thing-in the wrong place. These are things
you bearn when you're in a oountry. H-isn't a fight.”

Bharti pained -significantly &5 well from the
refationship, The - fechnology fo built Bharll's

4 irc:errt market share, ks push into Central



network of retail atores; Easyday. is licermsed from
Walmart, The back end lagistios of the aperaticn s
also nranaged by the giant from Bentanyille. Vinod
Sawhney, president, Bhartl Retml, says-even when
il cames 100 it things ke how best Ta
communicate: the best prices avaliable to
custiormiers, thiy ralationship with Walmart comps
in handy, They promptly dispatched Easvday's
e ey 1o China fo Tigune aut how price-gl{sare
bEst communicated inside thestone,

Incredible India

Arpang the first hings Walmart did was 1o pick a
bunch of seasoned managers who understond
Irdiia wall. Loading the pack was Ral Jain, wha Fas
Eeen a senior exesutive a1 Unilever In India before
hie movead to Whirpool where ha eventially rose ta
hend its Asia operations

It @i Braught o -espats
who knew  the Walmart
syataon well. Cralg Wimsatt
was designated chiet
aparatimg offoor (I s now
relocating bach to
hesdquarlers on &  new
assignmant]. Withy Rim was
Arvind Mediralia, a
seasonad Procter and
Gamble executive who Fisd
hils  pulss an the: Indign
ket Mediratta was- 1he
busingss head for the
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Including fems ke |adies- suits and foolwear,
“Thess @re retall Items, " says Mediratta, “Often
thess terms fead o unsold inventory, You need 1o
have a gopd and nght assoritment -8t the right
price.” They concluded that Metro's. cost of
operations were simply ioa high and the
mErchandi=e Wwas nol in sync with [hio targat
Markat.

With this Inming, Walmart started lsowing closely
al how things work inindia, This lesson lgamt, the
privs. focused their attenton on - amall kifana
stores: Where do they buy frorm? What do Thay buy
grid how? They repeated this-axersize across all
the segments they intended fo iarget. "Best
prices; ralighility in terms of availability and guality
wAs pne thing & of them demended” savs
Midiratto,

When It comes 1o fast
moving branded
praducks,  guality Wwas
not an issua. Ino gy
caseg, lhal = what
praditionsl wholeszlers
in India have focussed
any and worked off wery
thin Gperating marging
irfthe reglonof 1to.1.5
peEreent.

But when it comes to
Brocirins, nom, pulses
andmest i wasanuge

wholasale cash and cary Image: Madhu Kapparath for Forbes India problem. Restaurant
BUSIness. PROSPERITY IN AUSTERITY: Walmart runs a owners, far instance,
distribartion centar 23kms from Chandlgarh In told them their
Whan Wimsstt and Bannur, AN of Bharti's retall cutes are within customers are used to
Mediratts rolled their 150 kms of this canter and are supplied within = % ;

aleavies and gol down Lo
business, they first fried to
understand why Lhair
Gefrman rval Metro, didn't
cio el It didey’ taka their long 4o Mgure aut why
the DUBINess Wasn T Working

Tneir store: design for instance, Meiro spent &
hiuge surn of money on buildings with moofs that
ean withstand sid inches of snow in Bangalore a
city that hasnt seen snow ever. Store sires for
Rtatro wire far Begger (upwands of 30,000 s 1),
more in line with the: Genman wholesale club
faormat |t was based on |1s gipal manoagers
refusedinstoch products like that unigualy Indian
croatian, & |Rarog (broam;, because (L didn't Bt
into. how the company defined  products back
Figemie, U iS5 arothier matter allogether that they' v
mended thalr ways sinoce, Bui the damage was
doie.

Then there was thewhole thing around the cash
and carry modat itsalf. The Walmart team argled
It was Mawad because Metro's prodoct mis had
been a8 cross betwean what a wholesate store
ought to stock and what & retal store must. For
pnatange. customerns could Tind 8 wida assor tment

day. Most products get delivered directly at the
store by supphlams

a o L kind of panoer
icotiage cheesa) or
fish. 50 they stuck 1o
the same supplier 1o
ensare congistency, Mediratta recalis & catersr
tilling Him of the trme hie attampled 1o change his
figh supnler, The next day, customers somplained
the {esle wash't guite the sama, That's when Lhey
figurad there is & supply chain a1 work here. Not
the most efficlent perfaps, bul it works.
somehow. To thet extent, the people ‘Walmart
intended 1o tergel wera dealing with-@s many as
100 suppliers each. Mot just that, the markst was
hopelassly pric sensitiva,

Fundamantally & ocne-stop shop dould make ke
gasier for these folks. Bul delivering on the
proposition of lower prices and better guality was
the towgh part, Most suppliers had Lo agree 1o new
terms of trade. Since Metto bomibad in 115 &arly
years, most people doubted Walmart's patentlal
tnereaieawinning proposition

But the team did thesr homework well. They
figured, Tof metance. that the arbitrage available
from the time & farmer grows sometning 1o the
thime. the retader sefls it is Bs 2 por kg
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Conventioral  wisdam 0 the husiness claims
ofganized retall usually works when the supply
chatn is gwned by the retaiter, “iFyou want (o maks
ceverything work at Bs: 2 per Kiko; it would) suicdil
toimaast in A mega supply chain,” says Raj Jain,

Ta get-around the problem, Walmart focussed on
sautcing srmarthy from farmers, small mandis that
othars hadn't Ingked &t yet. and the larger gnes as
witll Tor thie refall stores. That dan., It s senl 1 an
affrapgation centre, sarted ouf, graded and
supplied Lo the store Wwioe & day: For the cash and
gaTy modal, nowedar, 1o kesp costs Bven lawer,
Walmar! chose pot W route supplies - throogh
diztrnbution centres; but take delivery directly-at
the store.

“It -is @ interim o salution, but a practice one”

exptains Jaln. 7l think people failed In India
beseuse they went frofm almost nothing o very
sophisticated systems. The cosi of infrasinigtune
1hay desvatoped 550 Huge thiet |1 enot possile 1o
sustainiton a margin of R5. 2.7 he drpues,

That is why It took nearly two years 1o convince
syppliers that the new team ol Walmarl fuosd
answers, It meant intensively. working with the
IoGal suppliers on & range of privabé laboks.
Suppliers ike Astra Agra’s Jaspreet Singh Bakshi,
whio his an eightyearald pickle unit in° Mabal,
Chandigarh, Walmart insisied everything In his
store be labelled, the machines calibrated every
qirarter and welghts meést certen standards: “The
main-shift 1 think is in attitude,” Says Bakshi.
"Earlier, we Wwareri't (sed 1o keeping: track of
batches, Today, we db.”




