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Abstract:
Quality of merchandise is important, but it isn't the only place where Kmart lost its foothold. In terms of convenience and logistics, Wal-Mart and Target's locations are at least as good as, and often newer than, Kmart's in every market in which they compete. In some cases, Kmart is even outdone by Home Depot in this regard.

If Kmart were to disappear, would consumers suffer? Or, from an antitrust perspective, without Kmart, would competition be lessened? Probably not. One could argue that if Kmart closed, Wal-Mart and Target would take its market, prices would rise, and consumers would suffer. If the Justice Department defines Kmart's competition as other discount stores, steps may be taken to save it.

The question remains, will we miss Kmart? Certainly some will. Some stores will close and the firm will restructure. Employees may lose their jobs. In the short-term at least, Kmart will remain a discount store option. As for its long-term survival, that will depend on its ability to achieve a sustainable competitive advantage over Wal-Mart, Target, and the other stores with which they compete. If Kmart doesn't make it, most of us will be fine without it.
	Full Text:

	Copyright Dow Jones & Company Inc Jan 28, 2002


It's sad to see a grand old bit of Americana headed for the great remainder table in the sky. Kmart (formerly known as Kresge's) had been around for over a century when it filed for Chapter 11 last week. Its imminent demise may trigger nostalgia. But will Kmart really be missed?

The competitive retail landscape is much more complicated and sophisticated than it was 40 years ago when discount stores like Kmart started to sprout in American suburbs. Just about anything that Kmart sells can be bought elsewhere. Consumers can shop at Sears or Home Depot for tools and hardware, Old Navy and Marshall's for apparel, Tuesday Morning for home furnishings, Safeway and Kroger for food, and Walgreen's and CVS for health and beauty products. While not one-stop-shopping competitors, each of these stores, and many others, have eroded Kmart's market position on the margin.

Yet they weren't the main perpetrators of Kmart's ruin. As numerous analysts and journalists have pointed out, that honor belongs to Wal-Mart and Target, direct competitors in the cheapo department store category.

Wal-Mart pioneered the "everyday low price" concept. And its efficient operations have allowed it to offer the lowest-priced basket of merchandise in every market in which it competes. This doesn't mean that Wal-Mart has the lowest price on every item in every market. But it tries to be the lowest across a wide variety of things. Many students of business think the Bentonville, Ark.-based company has the best and most sophisticated supply chain and information systems in the industry.

Wal-Mart was one of the first to use a hub-and-spoke distribution system in which the company opens stores around a distribution center. It was also a pioneer in communicating directly with its vendors via computers. With Wal-Mart, success has been a matter of efficiency and timing.

Target, on the other hand, wins with merchandising. Opting for quality and style, Target has even developed a certain cult quality among fashion hipsters with its private label. Publications from women's magazines to this newspaper have done stories and campy spreads on the fashion elite's fetish for Target's designs. Even if the French pronunciation of the name is done somewhat tongue in cheek, "Tar-zhay" has certainly achieved a special cachet that supersedes any discount-store rival.

Target has also successfully read several important broad consumer trends: Americans are looking for a good value, but that doesn't mean the same thing as cheap. It has also realized that Americans who are further up the economic ladder than typical discount shoppers will become customers if the merchandise is well-designed and of high quality. That takes more than the occasional product by Martha Stewart or endorsement cameo by Rosie O'Donnell.

Quality of merchandise is important, but it isn't the only place where Kmart lost its foothold. In terms of convenience and logistics, Wal-Mart and Target's locations are at least as good as, and often newer than, Kmart's in every market in which they compete. In some cases, Kmart is even outdone by Home Depot in this regard.

So where has Kmart distinguished itself from the competition? There are the well-known "blue-light" specials, of course. This promotion, which has been around for decades, even made the leap to the dot-com age, becoming the name of Kmart's Internet operation, Bluelight.com. Its circulars, which are inserted into local newspapers, are likewise quite popular.

But circulars are expensive and can play havoc with inventory management systems, especially compared to the everyday low pricing strategy employed by Wal-Mart. When Kmart drastically reduced its investment in circulars in 2001, the results on sales were devastating. Consumer habits are hard to break, and Kmart apparently went too far, too fast.

If Kmart were to disappear, would consumers suffer? Or, from an antitrust perspective, without Kmart, would competition be lessened? Probably not. One could argue that if Kmart closed, Wal-Mart and Target would take its market, prices would rise, and consumers would suffer. If the Justice Department defines Kmart's competition as other discount stores, steps may be taken to save it.

But this view is myopic and outdated. Shoppers view competition by category of merchandise, not by store type. Wal-Mart and Target would be winners, but so would Walgreen's, Home Depot, Toys `R' Us, and The Gap.

The question remains, will we miss Kmart? Certainly some will. Some stores will close and the firm will restructure. Employees may lose their jobs. In the short-term at least, Kmart will remain a discount store option. As for its long-term survival, that will depend on its ability to achieve a sustainable competitive advantage over Wal-Mart, Target, and the other stores with which they compete. If Kmart doesn't make it, most of us will be fine without it.
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Messrs. Levy and Grewal are marketing professors at Babson College in Wellesley, Mass., and co-editors of the Journal of Retailing.
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