Strategic Overstretch

By Paul Herbig 

Napoleon in 1812 ruled Europe but wanted more, invaded Russia intent on conquering that land, not only failed but lost it all

The Japanese in May 1942 had conquered most of the Pacific but wanted more, went after Midway and lost  a fleet and eventually the entire war.

Strategic Overstretch.  When you attempt to go beyond your capabilities or resources.  Usually a fatal malady.

Today we are going to discuss an inevitable and future case of strategic overstretch:  Walmart.  Walmart—the retail goliath with one out of every seven dollars in retail sales in the entire country.  Walmart, who won’t be happy until there is a Walmart on every corner and no other store in sight.  Walmart, who if they don’t get their way the first time will try, try, again with every legal (and sometimes illegal) angle until they do get their way. Walmart, who single-handedly has created the huge trade deficit with China and who owns an entire fleet of ships whose only purpose is to bring back cheap low quality goods from China to sell to a cost-abscessed public. Yeah, that Wal-Mart.  My old friend and mortal enemy.  This time it appears they have met the enemy and it is them (with thanks to Pogo). They have finally succumbed to strategic overstretch caused by arrogance and invincibility. And it could not have happened to a better bunch.

Wal-Mart has recently announced it is going up-scale and going to offer luxury goods in its discount big box stores (part of the campaign includes  116 pages of slick ads in Vogue over a two year period).  Not happy with owning a majority of the low and middle class dollar, it wants to own the upper class’ retail dollars as well.  This is another vindication of the wheel or retailing principle whereas stores start as discounters and migrate upscale to become full-fledged full-offering stores.  Let’s say Really’s  is a new hamburger chain devoted entirely to just hamburgers and drive-through operations.  After a few years, it decides to expand its menus slightly and offer a larger frontage for sit-down diners.  After a further few years, it expands its menu further to offer salads and non-hamburger sandwiches and starts to place salt, pepper, sugar, and other condiments at the tables to make it more convenient for its customers.  Later it offers order-takers to expedite the lines as well as enhances its offerings of deserts.  Finally, it comes full circle and allows its customers to sit at tables, provides a full menu of items, and a waitperson to take their order and deliver the final meal to them. Meanwhile, another start-up chain has appeared at the low end. In Wal-Mart’s case, not content with being the discounter in the world, it wants to be all things to all people.  The newcomers on the block that is taking over Wal-Mart’s old position at the bottom  are the “Dollar” boys:  Dollar General, et al.

Why is this strategic overstretch?  Why won’t it work for Wal-Mart like it has in everything else it has tried to date?  The current customers for Wal-Mart are the lower and lower-middle economic classes.  They shop at Walmart because of its variety, its one-stop shopping and the impression (wrong as it may be) that everything is cheaper at Walmart.  This is not the moneyed class.  This group basically lives week-to-week with little savings and less disposable income.  Luxury items of the type Walmart plans are not and never will be on their shopping list.  Well, what about the upper class who buys these goods?  That is the other side of the equation.  They do not shop now, nor have ever, nor will ever set foot in a Walmart (can you see cousin Alexandra in her multimillion dollar Manhattan condo showing off to all her girlfriends her newest designer clothes from WalMart—it will never happen) .  It is not the type of place they shop,  be seen in, nor do they wish to mingle with the type of customers that frequent the store.  So Walmart is setting itself up for failure by offering goods that its regular clients cannot afford nor would buy anyway and aimed for a clientele that would not shop there no matter if it were the last store in the world.  How’s that expression go:  Pride goeth before the fall.  So too will Wal-Mart.

Dirty Harry put it in perspective best: “A man’s gotta know his limits.”  So does a business.  Know what you can do and cannot do and do not try to be what you are not.
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