WAR OF THE SUPERSTORES


Wal-Mart is trouncing the locals, but they're not giving up 
Business Week; New York; Sep 23, 2002; Geri Smith in Mexico City; 
Abstract:

Wal-Mart
 already has 579 grocery stores, wholesale-club outlets, and restaurants in Mexico, and it has budgeted some $600 million to open 63 new Mexican units by mid-2003. Analysts reckon that 
Wal-Mart
 de Mexico, which racked up a $458 million profit in 2001 on sales of $9.7 billion, will easily top $10 billion in sales this year. Just a decade after entering the country, 
Wal-Mart
 now captures half of all Mexican supermarket sales. And 
Wal-Mart
's strategy of offering low prices every day is clicking with Mexicans. But as the big boy on the block, 
Wal-Mart
 is becoming a magnet for criticism. In October, Mexico's Federal Competition Commission will conclude a probe into reports that 
Wal-Mart
 exerts undue pressure on suppliers to lower their prices. Whether or not 
Wal-Mart
 strong-arms its suppliers, there is no question competitors are hurting. The No. 2 supermarket operator, Controladora Comercial Mexicana, saw its profits plunge 34% in 2001, to $83 million on sales of $3.6 billion. 
On a recent August evening, eager shoppers crowded a spanking-new Soriana hypermarket in the northern Mexican city of Hermosillo. As company owners looked on, a priest splashed the aisles with holy water, and a mariachi band played.

A happy scene from an increasingly prosperous Mexico? Well, sure. But it's also the latest salvo between local retailers and 
Wal-Mart
 de Mexico, the biggest foreign division of the biggest retailer on the planet. 
Wal-Mart
, you see, had opened its latest Hermosillo Supercenter just a month before.

Soriana, which has $3 billion in sales, refuses to cave: It's investing $250 million this year in new stores. "[
Wal-Mart
 is] formidable, but we aren't afraid of the challenge," says 
Organizacion Soriana
 CEO Ricardo Martin, 42. The behemoth from Bentonville, Ark., though, already has 579 grocery stores, wholesale-club outlets, and restaurants in Mexico, and it has budgeted some $600 million to open 63 new Mexican units by mid-2003. Analysts reckon that 
Wal-Mart
 de Mexico, which racked up a $458 million profit in 2001 on sales of $9.7 billion, will easily top $10 billion in sales this year. Just a decade after entering the country, 
Wal-Mart
 now captures half of all Mexican supermarket sales. And 
Wal-Mart
's strategy of offering low prices every day is clicking with Mexicans.

But as the big boy on the block, 
Wal-Mart
 is becoming a magnet for criticism. In October, Mexico's Federal Competition Commission (CFC) will conclude a probe into reports that 
Wal-Mart
 exerts undue pressure on suppliers to lower their prices. Investigators will determine whether 
Wal-Mart
 merits a fine, says a CFC spokesman.

One multinational supplier, who asked to remain anonymous, says 
Wal-Mart
 buyers in Mexico were "aggressive and abusive," pulling his product off shelves for several months when he objected to a deep price cut that would have wiped out his profits. Meanwhile, Danone yogurt disappeared from 
Wal-Mart
's Mexican stores for a stretch in 2001. Suppliers and buyers say Danone had joined a weekend promotion at a rival supermarket, but balked when 
Wal-Mart
 buyers demanded the same discount on a permanent basis. Danone has no comment.

Eduardo Castro, president and chief operating officer of 
Wal-Mart
 de Mexico, says he can't comment on specific cases, but he defends his company's tactics. "If we stop doing business with a supplier, it's because his costs don't allow him to sell at the prices we've established," Castro says. Besides, he adds, "our sales space is growing double-digit--we're the only ones growing at that rate. So we expect to be treated at least as well as [our] competitors."

Whether or not 
Wal-Mart
 strong-arms its suppliers, there's no question competitors are hurting. The No. 2 supermarket operator, Controladora Comercial Mexicana (Comerci), saw its profits plunge 34% in 2001, to $83 million on sales of $3.6 billion. Same-store sales were down 11% in the first six months of 2002. Comerci has now launched its own version of everyday low prices--a gamble, since the retailer has less pricing clout with suppliers than 
Wal-Mart
. CFO Francisco Martinez de la Vega admits the switch will hammer 2002 profits, but he sees no other way. "Now we have to convince [shoppers] our prices are competitive to 
Wal-Mart
's," he says.

At No. 3 supermarket chain 
Grupo Gigante
, meanwhile, same-store sales fell 2% in the first quarter and 6.7% in the second. "
Wal-Mart
 isn't the only competitor we face," says Cheker Karam, Gigante's director of self-service stores. "But they know how to position themselves with a very aggressive store-opening schedule."

The best thing that Comerci or Gigante could do would be to secure outside allies. "If we don't have a partner with a lot of resourcesWalmex will be 8 to 10 times bigger than us in five years," frets Comerci's Martinez de la Vega. Most global retailers, though, are wary of investing in volatile Latin America now.

Meantime, the sniping is increasing. When regulators fined a 
Wal-Mart
 in Monterrey because a shelf price didn't match the price on the checkout receipt, Soriana's Martin took out full-page ads in the papers thanking authorities for sanctioning "foreign supermarkets" that confuse consumers. Martin even produces a Soriana receipt that, he says, 
Wal-Mart
 wrongly altered to show 
Wal-Mart
's prices were lower. Castro says if any of his managers do that, they will be dismissed. Of course, that won't mean the war between 
Wal-Mart
 and everyone else will stop. This is a fight to the finish.
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________________________________________COMERCIAL

____________________________WALMEX____MEXICANA____ GIGANTE____ SORIANA

NET SALES ($ BILLION)__________ 9.67________3.61________ 3.25________3.03

NET PROFIT ($ MILLION)__________ 458________82.9________ 68.7______ 160.3

NUMBER OF STORES________________ 579________ 225________ 445*________ 115

