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Abstract:
Founded in Arkansas 40 years ago by a five-and-dime merchant, [Sam Walton], Wal-Mart built its empire with stores in rural areas where land was cheap and shoppers looking for variety and low prices saw few alternatives. By the time Mr. Walton died 10 years ago, Wal-Mart was the largest discounter. Just last month the company passed Exxon Mobil to become the nation's largest company in sales, reporting $217.8 billion for the fiscal year ended Jan. 31. Wal-Mart is also the nation's largest private employer, with more than 1.2 million employees.

Not just Wal-Mart but other discounters have benefited from the slowing economy. Their sales have shot up while business for department stores and luxury-goods retailers has fallen. Just how Wal-Mart's push for higher-income customers will affect these other chains is not clear. Spokesmen for [Kohl]'s and Target would not comment on Wal-Mart's strategy, and the president of Costco, Jim Sinegal, to whom other executives referred requests for comment, was traveling last week and could not be reached.

Wal-Mart has forged agreements intended to bring upscale items into its stores. Among them is a strategic partnership with Olympus, the camera maker, said Burt Flickinger III, a managing partner with Reach Marketing in Westport, Conn. ''Historically, you'd only find Olympus in the specialty camera shops,'' he said. ''Wal-Mart has matched Target's lead in going to high-end cameras. They will now go up to the $700 range. They are way beyond the typical Wal-Mart of a few years ago.'' 
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Wal-Mart Stores just became the nation's biggest company, the first retailer to have done so. It got there by sounding a single note -- low prices -- that attracted millions of mostly working-class Americans in search of everything from toilet paper to fishing rods.

Now, after leveling discount chains from Kmart to Caldor, Ames to Bradlee's, Wal-Mart executives are setting their sights on a fresh target: more affluent shoppers who pride themselves on snagging bargains and who discovered stores like Target, Costco and Kohl's some time ago.

Many of the 178 stores Wal-Mart has opened in the last year are in well-off suburbs like Plano, Tex., and Alpharetta, Ga. All include grocery sections the size of a supermarket, with gourmet desserts and fresh herbs to attract people with money to spend. Wal-Marts new and old are also adding pricier products, from big-screen televisions to digital cameras to more glamorous cookware.

But reaching for new customers holds risks for Wal-Mart. It has succeeded by selling to penny-wise shoppers, and could alienate them, experts say, if it replaces too many private-label slacks and run-of-the-mill sheets with European cookware and personal computers.

''As they add these new customers, as they trade up, the risk is that a new Sam Walton in some place that you and I have never heard of says, 'Hey, I'm going to buy it low, stack it high and sell it cheap,' '' said Richard S. Tedlow, a professor of business administration at the Harvard Business School and the author of ''Giants of Enterprise,'' a study of Wal-Mart and other companies. Another risk is that ''traditional customers are going to look at Godiva ice cream and they're not going to want it and they're not going to feel at home.''

Founded in Arkansas 40 years ago by a five-and-dime merchant, Sam Walton, Wal-Mart built its empire with stores in rural areas where land was cheap and shoppers looking for variety and low prices saw few alternatives. By the time Mr. Walton died 10 years ago, Wal-Mart was the largest discounter. Just last month the company passed Exxon Mobil to become the nation's largest company in sales, reporting $217.8 billion for the fiscal year ended Jan. 31. Wal-Mart is also the nation's largest private employer, with more than 1.2 million employees.

There are 2,600 Wal-Marts, with heavy concentrations in Texas, Florida, Illinois, California and Missouri. It has moved into the Northeast more recently -- there are a handful of stores in the New York metropolitan area, and 116 scattered across the region's three states -- but for the most part it avoids large cities.

The newest Wal-Marts speak to the company's quiet but growing emphasis on reaching beyond its longtime customers.

At the store here in Monroe, about an hour's drive north from New York, which opened a year ago, Jeep Grand Cherokees and Lexuses are lined up next to Saturns and Ford Broncos. In the grocery section, where the shelves bristle with ''We Accept Food Stamps'' signs, the Kraft marshmallow spread now shares space with Nutella, an imported chocolate-hazelnut puree.

In the TV section, it's not just the $100 19-inch Orion color sets that Wal-Mart wants to sell. There are also 61-inch models made by RCA for $1,699. And lately there are digital cameras, too, like the Sony P30.

The new customers have a distinctly different mission. ''Everything you need for a summer house, you can certainly get in Wal-Mart,'' said Kathy Sullivan, a Suffern, N.Y., resident who said she discovered the chain after buying a vacation home in Cooperstown. She shops mainly for food and paper products, she said, and has been pleasantly surprised by the selection and the prices. ''Normally I shop at A.& P., which is very expensive, relatively.'' 

Pursuing someone like Ms. Sullivan alters the cost of doing business. Stores opening in suburbs typically must pay more for their real estate. And adding big-ticket items to the lineup can be hazardous. ''When you go beyond the basic necessities of life, there is more volatility,'' said John R. McMillin, an analyst for Prudential Securities. ''There will be times when the diamond rings don't turn as well as the milk.'' 

But analysts say Wal-Mart has no choice. ''They've had to go into more suburban, upscale places,'' said Carl Steidtmann, the chief economist for Deloitte & Touche. ''They've run out of other places to build stores.''

Not just Wal-Mart but other discounters have benefited from the slowing economy. Their sales have shot up while business for department stores and luxury-goods retailers has fallen. Just how Wal-Mart's push for higher-income customers will affect these other chains is not clear. Spokesmen for Kohl's and Target would not comment on Wal-Mart's strategy, and the president of Costco, Jim Sinegal, to whom other executives referred requests for comment, was traveling last week and could not be reached.

But because Wal-Mart is so large and powerful, its move is bound to increase competition, affecting prices in an already low-margin business. Its entry into the supermarket business, where it quickly became No. 1, accelerated the sale of small stores to larger ones, said David Orgel, editor in chief of Supermarket News, and inspired industry seminars around one topic: how to compete against Wal-Mart.

Despite its formidable size, attracting and keeping more affluent shoppers is a battle that Wal-Mart must wage with great care. While it has always promoted ''good, better and best'' variety, never has it zeroed in on the wealthier customer with such resolve.

''Wal-Mart knows they have a consumer with high income who takes pride in being a smart shopper, and they want to give them more to buy,'' said Candace Corlett, a partner with WSL Strategic Retail, a consulting firm in Manhattan. ''The next key to sales growth for Wal-Mart is to increase the size of the average transaction.''

At the same time, Wal-Mart has to maintain its base -- the hard-working people who regularly shop the stores for all kinds of necessities. ''We've always been identified with the most dominant shopper we have, the people who work paycheck to paycheck, week to week,'' said Tom Coughlin, the president of the Wal-Mart Stores division. While the stores have no intention of ignoring that shopper, ''we've got the ability to customize according to the customer,'' he said.

Some say this is an extension of Wal-Mart's longtime strategy. ''I think they've found a sweet spot, which is great products at great prices,'' said Robert A. Eckert, the chairman and chief executive of Mattel, which sells millions of Fisher-Price, Barbie and Hot Wheels toys through Wal-Mart. ''People are now drawing that conclusion, that they don't have to sacrifice great products for great prices.''

In the Dallas suburb of Plano, for instance, Wal-Mart found that its usual jewelry offerings -- in 10-karat gold -- just weren't good enough. ''Our store sits in the middle of $700,000 to $1 million homes,'' Mr. Coughlin said, ''and if you're not selling 14-karat in Plano, you're not meeting the customer's expectations.''

In the last year, a new women's clothing line called George has gone on display in many stores. ''It's their answer to Mossimo at Target,'' said one women's-wear manufacturer, who has done business with Wal-Mart for years and asked not to be identified. ''It's not as young and not as chic, but it's a step up from where they've been.''

One longtime Wal-Mart shopper said she was pleased to see a better selection. ''The duration of their pots and pans, the generics they sold, was very short,'' said Victoria Morris, who said she had moved to Monroe recently from Mississippi. ''So they are upgrading. There is a wider choice of more high-end quality products. I see it in the linens, the electronics, and the cookware and the bakeware.''

In the cookware aisle, there are still low-priced aluminum skillets and covered pots for sale. But alongside them are Revere pans, a venerable American brand, as well as T-Fal, a French line.

Wal-Mart has forged agreements intended to bring upscale items into its stores. Among them is a strategic partnership with Olympus, the camera maker, said Burt Flickinger III, a managing partner with Reach Marketing in Westport, Conn. ''Historically, you'd only find Olympus in the specialty camera shops,'' he said. ''Wal-Mart has matched Target's lead in going to high-end cameras. They will now go up to the $700 range. They are way beyond the typical Wal-Mart of a few years ago.'' 

With 70 million of the 110 million weekly Wal-Mart customers earning $25,000 to $50,000 a year, the store is still largely supported by the people that Sam Walton dedicated himself to serving.

Some of Wal-Mart's efforts to stock its shelves with upscale goods have irritated manufacturers. The company paid $6.4 million in 1999 to settle a lawsuit from Tommy Hilfiger over counterfeit clothing sold in some of its stores, and an additional $1.4 million to settle a similar claim from the makers of Polo, Fubu and Nautica last year. In October, Fubu sued Wal-Mart again, contending that a line of store-brand clothes with an ''05'' printed on them violated a Fubu trademark for an identical logo. That case is pending.

In its supermarkets, Wal-Mart has found it fairly simple to improve its selection, selling Godiva chocolate raspberry truffle ice cream in its store in East Stroudsburg, Pa., along with the Sam's Choice store brand. And in many cases, its prices do undercut competing supermarkets, enticing shoppers.

''I probably travel 15 minutes to shop here,'' said Dara Hackett, a shopper in the Monroe store, ''and I have a Super Stop and Shop a quarter-mile from me.''

The trick for Wal-Mart will be to transfer the success it has had in broadening its grocery array to apparel, housewares and other categories inside its mammoth stores.

Mr. Coughlin pledged allegiance to the low-budget Wal-Mart customer. At the same time, he said: ''Will we try to find things to do to improve our relationship with customers who have more income? Absolutely.''

Mr. McMillin, the analyst, put it another way. ''Whether you're rich or whether you're poor,'' he said, ''everybody wants a bargain.''

[Photograph]
Wal-Mart Stores, which grew by appealing to cost-conscious consumers, is reaching out to more affluent shoppers. A Wal-Mart at Monroe, N.Y., stocks Nutella puree on a shelf with a Kraft marshmallow spread. (Richard L. Harbus for The New York Times)(pg. 24)

[Chart]
''A Tale of Three Discounters''
WAL-MART
Founded in 1962 by Sam Walton, it has eclipsed all of its competitors to become the largest company in the nation, based on sales. It was the first to combine discount stores with grocery stores, a strategy copied by Kmart and Target.
STORES: 3,244
EMPLOYEES: 1,244,000
REVENUE* (billions)
'95: $93.6
'96: 104.9
'97: 118.0
'98: 137.6
'00: 165.0
'00: 191.3
'01: 217.8
DISTRIBUTION OF STORES BY STATE
Map of the United States highlighting the number of Wal-Mart stores are in each state.
DEMOGRAPHICS OF CUSTOMERS
Median Income: $37,000
Households with children under 18: 39%
College graduates: 31%
Age 25 to 44: 49%
Figures are for Wal-Marts, Supercenters, Sam's Clubs and Neighborhood Markets.
K-MART
S.S. Kresge, a five-and-dime empire founded in 1899, was renamed Kmart in 1962. It is the second- largest discount chain. Strengths include the Martha Stewart housewares line. Filed for bankruptcy protection last month.
STORES: 2,114
EMPLOYEES: 240,500
REVENUE* (billions)
'95: $31.7
'96: 31.4
'97: 32.2
'98: 33.7
'99: 35.9
'00: 37.0
'01: N.A.
DISTRIBUTION OF STORES BY STATE
Map of the United States highlighting the number of K-Mart stores are in each state.
DEMOGRAPHICS OF CUSTOMERS
Median Income: $35,000
Households with children under 18: 38%
College graduates: 30%
Age 25 to 44: 51%
Figures are for Kmarts and Supercenters.
TARGET
Created in 1962 by the Dayton Hudson Corporation, Target is considered a haven of low-priced but stylish clothing, furniture and housewares. Designers and brands include Michael Graves, Todd Oldham, Mossimo and Ecko.
STORES: 1,053
EMPLOYEES: 192,000
REVENUE* (billions)
'95: $15.8
'96: 17.8
'97: 20.3
'98: 23.1
'99: 26.1
'00: 29.3
'01: N.A.
DISTRIBUTION OF STORES BY STATE
Map of the United States highlighting the number of Target stores are in each state.
DEMOGRAPHICS OF CUSTOMERS
Median Income: $45,000
Households with children under 18: 44%
College graduates: 40%
Age 25 to 44: 56%
Figures are for Target stores only. Mervyn's and Marshall Field's, stores owned by Target, are not included because they are not discounters.
*Revenue figures are for fiscal years ended in January of the following calendar year.
(Sources: Sanford C. Bernstein [demographics]; the companies)(pg. 26)
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