Kmart Case Study

1)
Buying power is high in retail; buyers have many choices from whom to buy.  There are other major, brick-and-mortar retailers (Wal-Mart and Target) in nearly every town, and there are e-businesses and shopping malls to contend with.  Buying power is high, and therefore supplier power (the converse of buying power) is low.  For Kmart, the threat of substitute products and services is also high.  Retail items, especially inferior and low-end items, are easily purchased from a variety of retailers -- drug stores, grocery stores, and discount or dollar stores.  Several popular Kmart-specific lines (Martha Stewart Everyday, etc.) do, however, differentiate Kmart from other retailers, and thus decrease the threat of substitute products.  Switching costs are low for consumers.  They include shoppers’ familiarity with store layouts and the physical closeness of a Kmart versus other, further away retailers.  In general, shoppers make few adjustments when they begin shopping at other retail chains (instead of Kmart).

There is a high threat of new entrants in retail, but new Wal-Mart and Target chains represent the major new-entrant threat.  The author mentions that Wal-Mart and Kmart opened in 1962, and by 1964, Kmart had 63 stores.  But, Wal-Mart expanded rapidly and, in 1990, surpassed Kmart to become the largest discount chain.  In 2001, Target passed Kmart to become the second largest chain.  Thus, rivalry among existing competitors is fierce.  Wal-Mart is perhaps the most formidable business competitor in the world; its ‘cross-docking’ logistics (no warehousing, instead, one loading-dock to another) and its strategy of ‘everyday low prices’ is effective.


Kmart’s business model and strategy has changed numerous times.  In 1984 Kmart pursued a diversification strategy, and acquired Waldenbooks, Office Max, Sports Authority, and Payless.  Kmart tried to shake its ‘old-fashioned, outdated, and frumpy’ image by emphasizing its web site, Bluelight.com, and by revamping its IT systems. CEO Charles Conoway also ordered price cuts on more than half of Kmart’s items. 

2)
For years, Kmart’s IT systems were outdated or nonexistent, and were unconnected to its business strategy.  The article mentions that Wal-Mart gained its competitive advantage by installing registers with bar-code scanners in the 1970’s.  In 1987, Conoway boasted that management had developed the ability to collect the necessary point-of-sales data, but he admitted that management did not use the data to forecast demand.  Kmart has since attempted to tie its IT systems to its supply chain.  I2 technologies supplied SCM software and consulting services, but major project problems ensued.  

The project aimed to improve ‘management of sales forecasting, inventory sourcing, logistics, and reporting.’  I2 hoped to create templates to sell to the retail industry, and then customize the templates for Kmart.  I2 also tried to connect Kmart’s SCM system to its in-store technology like bar-code scanners at cash registers.  But, i2 technologies had ‘only recent and limited experience in the retail sector,’ and also Kmart’s supply chain was extraordinarily complex.  The project was simply too big and too general.  Conoway called for a ‘rapid methodical rollout’ of the SCM system, but he underestimated the changes it involved.

3)
I2 technologies, though very experienced with SCM systems, remained inexperienced in the retail sector.  The author noted: “The i2 software was simply not designed to handle such huge data sets.”  Also, competition remained stiff throughout Kmart’s restructuring campaign; sales at Wal-Mart and Target continued to grow in 2001.  Kmart’s early IT system contained ‘two separate computers in its distribution system,’ and unifying the two was considered ‘too expensive of a project.’  Eventually, the i2 project stalled because of ‘operational issues.’  I2 representatives claimed that “if the data’s not right, it’s not that it doesn’t work; it’s just that you won’t get the answer you want.”  Gartner analysts also commented that Kmart simply did not understand the complex difficulties of the project.  Perhaps most importantly, “management just didn’t believe in the system.”

4)
SCM was absolutely crucial in contributing to Kmart’s problems.  The i2 project focused of sales forecasting, inventory sourcing, logistics, and reporting.  The decision to use i2 software to improve SCM was likely the correct decision, but the scope of the project was simply too broad and comprehensive.  Wal-Mart built its competitive advantage on its efficient and effective SCM, and Conoway realized this.  He focused on information systems, but was unaware of the magnitude of a complete IT restructure. 

5)
No, as mentioned above, the software was not entirely to blame.  Kmart is responsible for undertaking the project, and without sufficient understanding of its complexities.  I2 technologies, admittedly, was inexperienced in the retail sector, and also was not accustomed to projects of this scale.  Kmart management did not entirely understand the project and was not entirely behind the project.  The responsibility falls on Kmart’s leadership because the problem is Kmart’s supply chain.  Management must see the solution through, if it involves outsourcing to i2 technologies or working with in-house technicians. 

6)
No, it doesn’t apply to Kmart.  Kmart’s old IT system had its specific purposes, but was not even used for forecasting demand.  Wal-Mart on the other hand uses its IT system to let suppliers actually track products on Wal-Mart shelves.  Proctor and Gamble, for example, forecasts and replenishes all of its own products in Wal-Mart stores.

7)
When Conoway took over, he faced productivity, inventory, and information problems.  He immediately closed 72 stores to cut costs (5000 employee layoffs) to focus on productivity at the remaining Kmart locations.  He also announced that Kmart would spend $1.4 billion on IT over the next two years (versus $263 million over the previous two years).  He increased the percentage of products in stock to 86 percent versus 73 percent two years earlier.  Also, he mandated sweeping price cuts in order to compete with Wal-Mart’s everyday low prices.  Finally, he initiated what was to be the long-range SCM system, but the system proved to be too comprehensive.  If I were in his place, I would have focused on implementing one SCM module at a time.  I would gradually phase out the old system, and transition to the new one.  And most importantly, I would spend more time and energy on the planning phase in order to the keep the project in control, perhaps small though, from the beginning.  Conaway’s ‘rapid methodical rollout’ seems like a direct cutover rather than a careful process of prototyping, testing, and employee training.   

