Wal-Mart's dot gets hot

Online unit delivers the goods with $1B in sales
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In just six years, Walmart.com has carved an Amazonian figure in Internet retail. 

This week alone, more than 25,000 holiday shoppers logged onto Walmart.com's web site, securing its position as the third-largest online retailer. 

For 2005, Brisbane-based Walmart.com enjoyed revenue of more than $1 billion, said Carter Cast, Walmart.com's president since June. 

While $1 billion is peanuts compared with the $285.2 billion that Wal-Mart Stores raked in for the fiscal year ended Jan. 31, 2005, it represents sales growth of more than 50 percent. 

Walmart.com is now the fastest-growing division of Wal-Mart Stores, and Cast forecasts that the unit will continue to grow more than 40 percent a year for the foreseeable future. That's thanks in part to the Bentonville, Ark. giant's sourcing, buying, marketing and logistics muscle. 

Nevertheless, Walmart.com's rapid growth reflects broader Internet retail trends. 

"One of the things that seems to be changing this year is that multi-channel retailers are really discovering the Internet and are being really aggressive about how they use it as part of their overall strategy," said Gian Fulgoni, chairman of comScore Networks, an Internet research firm. "Growth is happening everywhere online, but we're seeing traffic to bricks-and-mortar retailers up very strongly. It's exceeding pure-play online retailers." 

Ebay and Amazon, two "pure-play" retailers who sell only online, saw November traffic increase 18 percent and 16 percent respectively from a year ago. Walmart.com and Target, by contrast, saw online traffic increase 35 percent and 48 percent, respectively, in the same period. 

"Wal-Mart wants to make money in everything it does," said Edward Weller, an analyst at ThinkEquity Partners. "It's promoting (Walmart.com) hard. It's obviously an important and integral part of the business strategy going forward." 

Only lately have multi-channel retailers realized -- and exploited -- how integrating online with core brick-and-mortar businesses can drive all business. 

"We learned by making mistakes early on in our assumption that (online) should mirror a Wal-Mart store," Cast said. 

Not mimicking inventory allows Walmart.com to offer more than the average Wal-Mart, including higher-end products. A store might offer 20 digital cameras, Cast said; Walmart.com will have 55 cameras. A store has space for 4,000 books; Walmart.com carries 600,000. 

"A great advantage of a direct marketer and web site like (Walmart.com) is that it's possible to justify a wide, deep, complex inventory at one site, which is not always justifiable in a store," Weller said. 

"One of our key roles is as a prospector," Cast said of how Walmart.com is merchandised. "We're out there testing things, and when we find a gem, we let the Bentonville buying team know." 

That's how fast-selling $35 cashmere sweaters found their way from Walmart.com into Wal-Mart stores. This year's hot MobiBLU MP3 player will likely follow suit. 

"We gauge our success as much through sales we can drive to Wal-Mart stores through our prospecting role versus sales we drive to Walmart.com," Cast said. 

Online search requests for tires prompted Walmart.com to launch a service six months ago where customers can buy Michelin tires online and have them installed at a Wal-Mart store. Online tire sales have since grown more than 100 percent. That is one way that integrating online and old-world retail gives multi-channel retailers an edge in the online retail wars. 

"In recent years, multi-channels have begun to understand the Internet as a means of marketing the business overall, not as a stand-alone channel," comScore's Fulgoni said. 

Wal-Mart Stores launched its web-based retail efforts as a separate company in late 1999. Silicon Valley's Accel Partners owned a minority stake in the startup, which Wal-Mart Stores bought out in July 2001. 

"What they do in Bentonville is different enough and so important and big, that we really needed to incubate an Internet company and let it develop versus putting it inside a big company," Cast said of the decision to launch Walmart.com in the Bay Area. But he added that now "integration with Wal-Mart Stores is critical for us." 

Support from Bentonville will help Walmart.com continue to grow, and to challenge Amazon.com and Ebay, whose sales still eclipse those of all competitors. 

"There will become more of a marketshare battle" between the decade-old pure-players and the multi-channel companies now aggressively coming to the scene, Fulgoni said. "But it's a market share battle of an expanding pie. It's not at all clear who will win going forward." 

