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ABSTRACT: Wal-Mart’s failed entry into the German retail market represents a
puzzle for theories of globalization, which assert that more efficient produc-
ers will drive out poorly performing competitors, producing profits for them-
selves and gains for consumers. Wal-Mart’s ability to dominate its input
network and to provide low-cost leadership through lean production has
often been seen as the global example of creating efficiencies in the retail
sector. In 2006, however Wal-Mart abandoned an eight-year effort to
become a dominant player in Germany’s retail market. I argue that effi-
ciency is not absolute, but rather context-specific and socially constructed.
Domestic culture and institutions interact to constrain convergence towards a
single business model in the retail sector. In the end, it was not the rigidity of
German market conditions—such as high labor costs or union power—that led
to failure, but rather the inflexibility of Wal-Mart’s strategy in coping with
complex local conditions.
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Wal-Mart’s failed entry into the German retail market represents a fasci-
nating puzzle for contemporary theories of globalization. The basic premise
of theories of a globalizing international economy is that more efficient pro-
ducers will drive out poorly performing competitors and produce profits for
themselves and gains for consumers. Wal-Mart’s ability to dominate its
input network and to provide low-cost leadership through its form of lean
production has often been seen as the global example of creating efficien-
cies in the retail sector. Once Wal-Mart had reached a certain saturation
point in its domestic American market, internationalization of the com-
pany’s retail business became a new area of activity during the 1990s.
Given Wal-Mart’s size and domestically successful business model, the
expectations were high that the company could succeed anywhere in the
world. Moreover, many observers in the mid 1990s viewed the German
retail sector as overregulated and inefficient and therefore ready for an
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incursion by the American store chain. In 2006, however, Wal-Mart aban-
doned an eight-year effort to become a dominant player in Germany’s retail
market, leaving behind an estimated $1 billion in losses. 

In order to explain this seemingly surprising outcome, I argue that effi-
ciency is not absolute, but rather context-specific and socially constructed.
What appeared from the American business perspective as a rather ineffi-
cient German retail market was in fact quite efficient from the viewpoint of
German consumers and businesses. Domestic culture and institutions inter-
act to constrain convergence towards a single model of doing business in
the retail sector. The factors that benefit Wal-Mart’s market power in the
United States and many other national retail markets turned out to be detri-
mental for a successful incursion into the German retail market. German
political culture and the institutional structure of Germany’s retail sector
serve as the key explanatory element in solving this puzzle of globalization
theory. By examining the interaction of culture and institutions, I refute the
popular contention that the allegedly high labor costs, the power of Ger-
man unions, or rigidities of the German labor market caused the Wal-Mart
business model to fail. In the end, it was not the inflexibility of German
market conditions that led to this failure, but rather Wal-Mart’s inability to
adjust its business practices to different local conditions.

Taking a look back at Wal-Mart’s failure to succeed in the German mar-
ket ten years later comes with the added benefit of some historical distance.
Clearly, it was not just German conditions that proved hostile. A number of
international retail companies have been quite successful in establishing
themselves in the German market—most notably, IKEA, H&M, Ebay, and
Amazon. Their staying power indicates that it is not rigidities of the Ger-
man market per se that prevented success. If other foreign companies were
able to succeed, the key to Wal-Mart’s failure must have been a mismatch
between the company’s strategies and the existing market conditions. Thus,
reconsidering the case of Wal-Mart’s engagement in Germany now helps us
better understand the circumstances under which globalization will take
place and under which globalization runs up against constraints set by local
institutions and cultures.

Another important goal for this article is to instigate more explicitly
political economy research into the retail sector. The field of comparative
and international political economy has devoted significant attention to the
areas of trade, finance, monetary policy, and production. The retail sector,
however, has escaped scrutiny by political economists. Instead, the subject
has been left largely to the business management literature. I, on the other
hand, contend that political economy is ideally suited to address questions
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of the retail economy. Political economy is particularly well situated for an
analysis of the retail sector because it can emphasize the interaction of cul-
ture and institutions and because it can frame the strategic choices of firms
within a market environment that is socially constructed. Adding these
dimensions to the analysis of the retail economy will facilitate the recogni-
tion of globalization patterns.

In the first part of this paper, I examine some general characteristics of
globalization and its impact on the retail sector. I then briefly review Wal-
Mart’s entry into the German retail market. In the third section, I examine
the structure of the German retail market and a number of peculiar man-
agement mistakes Wal-Mart committed when entering the German market.
In the final section, I demonstrate how German-style capitalism with its dis-
tinctive interaction of culture and institutions created a mismatch for Wal-
Mart’s model of lean retailing.

Globalization and the Political Economy of Retail Markets

According to the liberal market perspective, efficient producers drive out
poorly performing producers. Wal-Mart, with its capacity to dominate its
input network and its ability to provide low cost leadership was seen as an
ideal candidate to enter the supposedly quite inefficient retail market in
Germany. As a result of increased international competition, globalization
purportedly facilitates convergence to a model that works best around the
globe.1 Translated to the economic realm, that means that markets should
converge on the most efficient form of production. Within the retail sector
there was apparently nothing that could stop the Wal-Mart model of lean
production and always low prices.2 After it had emerged as the biggest
retail company in the world, the German market of the late twentieth cen-
tury seemed ripe for Wal-Mart. 

Before I continue to review the globalization of the retail sector, I should
call attention to some caveats and constraints as well. Unlike certain sectors
of the economy that could easily profit from the increasing velocity of trans-
actions in a globalized economy, the retail economy features some inherent
limits to globalization. For example, there have to be physical brick and
mortar stores and local supplier networks to operate internationally. Cus-
tomers in retail stores are bound to a specific locality.3 Transportation net-
works have to be built to move supplies and customers to the stores, and so
on. Thus, the retail economy, by definition, inherently maintains a certain
local flavor—even under conditions of globalization. 
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Divergent consumer tastes in different countries and regions represent
another element often mentioned as a constraint to globalization in the
retail sector. Nevertheless, while globalization has undoubtedly failed to
harmonize consumer tastes across the globe completely, successful compa-
nies in the retail sector have adapted. Some companies, such as Proctor &
Gamble, Colgate, Mars, Nestle, and Kraft have generated global consumer
products that appeal to customers around the globe. Others, such as Coca-
Cola, McDonald’s or IKEA created and maintained unifying brand names
and images, while adapting their business to local tastes. For example,
McDonald’s includes beer on its German menus and replaces beef with
chicken and vegetarian burgers in India.

Table 1: Top 10 Global Retailers, 2013

Retail revenue Countries of 
Company Country of origin (U.S $ million) operation
Wal-Mart United States $476,294 28
Costco United States $105,156 9
Carrefour France $98,688 33
Schwarz Germany $98,688 26
Tesco United Kingdom $98,631 13
Kroger United States $98,375 1
Metro Germany $86,393 32
Aldi Germany $81,090 17
Home Depot United States $78,812 4
Target United States $72,596 2

Source: National Retail Federation: http://www.nrf.com

Thus, the existing constraints to globalization in the retail sector are not
absolute. Globalization has come later to the retail sector than to other
industries, but it certainly has begun to take place. Grocery chains, such as
Carrefour, Metro, and Tesco have started to internationalize. The German
retail chain Aldi, one of the key competitors of Wal-Mart in the German
low-cost retail sector, pursued a successful globalization strategy, establishing
the company in seventeen different countries—most importantly also in the
United States, where it owns close to 1,400 stores (Aldi and Trader Joe’s).4

The German retail chain Lidl has over 10,000 stores in twenty-eight Euro-
pean countries and is expected to open stores in the United States in 2018.
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Table 2: Number of Wal-Mart Stores outside the United States 
(November 2015)

Country Stores

Mexico 2,317
United Kingdom 618
Brazil 558
China 421
Canada 396
Chile 395
South Africa 367
Japan 345
Costa Rica 222
Guatemala 222
Argentina 108

Source: http://www.walmartstores.com

Wal-Mart in particular has become an important global player. In 1993
Wal-Mart operated only ten stores outside the U.S. borders, whereas in
2015 it featured ventures in twenty-eight markets world-wide—among them
Mexico, Canada, Great Britain, China, India, Japan, Brazil, Argentina and
numerous countries of Southern Africa. Wal-Mart is the largest private
employer in the world (with 2.2 million employees), in the United States
(1.3 million employees) and in Mexico (close to 200,000 employees). It is
among the largest employers in Canada as well. Indeed, the very success of
Wal-Mart as a global company makes its failure in Germany even more
puzzling. Why would Wal-Mart succeed in countries as disparate as Great
Britain, China, Brazil, and South Africa, but fail in Germany?

Wal-Mart’s Entry into Germany

By 1991, Wal-Mart had become the world’s largest retailer. Yet, it had
achieved this status exclusively by selling its products in the United States
domestic market, where it represented the biggest grocery, toy, and furni-
ture retailer. Internationalization of its business was, thus, the next logical
step for the company. A relative latecomer to internationalizing retail, Wal-
Mart opened its first two stores in Mexico in 1991. In 1997, Wal-Mart
arrived in the European market through its acquisition of twenty-one
Wertkauf stores in Germany, which it expanded a year later through the
purchase of seventy-four Spar supermarket stores. Entering Europe through
Germany sounded like a sensible strategy at first sight. With 82 million peo-
ple, Germany was the largest retail market in Europe, and, accounted for
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about 15 percent of the continent’s retail market.5 Given its high GDP per
capita, the purchasing power of German consumers was very promising for
the company’s profitability. Germany’s transportation infrastructure was
conducive to building a successful supplier network and distribution sys-
tem. Moreover, located in the center of Europe, Germany could serve as a
hub for further expansion into the rest of Europe. 

At the time, the prevailing thinking was that Wal-Mart’s philosophy of
“Everyday Low Prices” should appeal culturally to thrifty and cost-conscious
German shoppers.6 In addition, there existed a general impression among
many American and European observers that the German retail market was
characterized by inefficiencies and ready for a shake-up by an efficient com-
pany. I will later demonstrate that these expectations did not match the real-
ity of competitive conditions in the German retail sector. At this point,
however, I want to describe how the situation appeared to many contempo-
rary observers at the time of Wal-Mart’s entry. Paul Geitner’s 1998 article,
written for the Associated Press and published in numerous American news-
papers after the Spar acquisition, expressed the widespread feeling among
American observers in this way: “Germans used to high prices, rude sales
clerks and long lines at the checkout are about to get a break: Wal-Mart is
arriving with an American-style shopper-friendly experience.” Geitner con-
tinued, “Wal-Mart expects to bring to its new stores an innovation German
retailers have only started to discover: improving service.”7 Similarly, Bob
Martin, head of Wal-Mart’s international division said this about German
shoppers: “They want a fun and friendly shopping experience. … They
don’t want to wait in long lines to buy merchandise. And when the day is
done, they want to be appreciated by the stores where they spend their
money.”8 In the same way, Bernd Heller of the EuroHandels Institut pro-
nounced: “What is really frightening the German market is not so much the
price pressure but Wal-Mart’s concept. … Customers don’t think highly of
the German retailer. There’s basically no service.”9 Economists also pointed
to a lack of efficiency and slow German productivity growth as reasons to
expect a convergence to an American-style lean production model.10

Likewise, the family-owned retail chains in Germany, as well as the
stores organized as cooperatives, were seen as outdated business models in
a world of large companies financed through investment capital in the stock
market. Tellingly, many of Wal-Mart’s competitors in the German retail
market anticipated the American company’s arrival in Europe with some
degree of apprehension. The prospect of Wal-Mart’s entry led to pre-emp-
tive merger activity and consolidation in the German retail sector.11 Wal-
Mart’s first price-cutting campaign caused a price war among retailers and a
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sell-off of stocks in those German retail companies that are publicly traded—
such as Metro (-4.4 percent) and Karstadt (-6.1 percent).12 In other words,
the general thinking at the time was that there existed great potential for
Wal-Mart in the German market. 

Wal-Mart’s basic strategy for capturing the German market was simply
to replicate the company’s blueprint that had proven to be successful in the
American domestic market. Success in the American market made Wal-
Mart inclined to repeat the strategy in Germany during the 1990s instead of
adapting it to the diversity of market conditions around the globe.13 The
idea was to become the number one retailer in the German market through
Wal-Mart’s four-pronged formula of everyday low prices, high quality cus-
tomer service, a strong organizational culture, and efficient operations.14

Given these assumptions, entry in the end would be successful if Wal-Mart
could meet consumer preferences more effectively than current companies
in the German retail market, or, alternatively, if Wal-Mart could generate
new demands among German consumers. 

By and large, Wal-Mart tried to “change German consumers’ preferences
in favour of the one stop shop concept.”15 As I review later, German shop-
pers were used to shopping at several stores for different kinds of products.
In particular, they mixed shopping for everyday necessities at hard discoun-
ters such as Aldi or Lidl, with purchases of higher-end quality goods at their
neighborhood store. One-stop shopping at a big box store would have rev-
olutionized German shopping habits. In order to achieve such a change,
Wal-Mart introduced a number of things that were new for customers at
German stores, such as free plastic bags, friendly customer service (includ-
ing greeters and help in the store aisles), and bagging help at the check out. 

While the idea of attracting customers to a new shopping model may
have been sound in theory, the effort backfired. Instead of making German
consumers appreciate the customer service orientation of Wal-Mart, it made
them think about how much they had to pay for things they did not really
want—namely the greeters, the aisle help, and the baggers. While Wal-Mart
never gained a strong reputation for customer service among German con-
sumers, the very effort to introduce American-style customer service
defeated the other goal of Wal-Mart’s entry strategy: becoming the everyday
low-price leader. Because German customers saw spending on customer ser-
vice as wasteful, Wal-Mart never attained the image of a low price retail
store in the eyes of the German public. In other words, Wal-Mart’s entry into
the German market did not lead to the desired branding in the eyes of Ger-
man consumers. Aldi and Lidl had successfully attained the label as low
price leaders, and Wal-Mart had no capacity to switch to another brand
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recognition. This stands in marked contrast to those foreign companies that
did make successful inroads into the German retail sector. IKEA, H&M, Ebay,
and Amazon were all successful in branding their companies and their prod-
ucts in the eyes of German consumers. These companies stand for unique
products and/or distinctive shopping experiences. IKEA, for example, offers
an unparalleled shopping experience that goes far beyond furniture shop-
ping, which includes food, child care services, and the display of practical
and unique equipment for every room in the house. H&M also provides a
shopping adventure, in which narrow aisles, jumbled crowds and trendy col-
ors and patterns are part of the experience that simultaneously appeals to
young shoppers and those that want to feel young. Wal-Mart never devel-
oped brand recognition along those lines among German consumers.

Retail Market Conditions in Germany and Wal-Mart’s 
Management Mistakes

In this section, I examine a few particularities of the German retail market
and a number of the mistakes committed by Wal-Mart’s management in
entering the German market. These aspects are an interesting part of the
story. Ultimately, however, I argue that the management flaws themselves
are not the main reasons for Wal-Mart’s failure in the German market.
There are deeper causes embedded in the structure of German-style capital-
ism to which I turn in the subsequent section.

First, the idea that the German retail market is somehow inefficient and
that regulations keep German consumers from exercising smart consump-
tion choices is a myth. Prices in German retailing are very low. German
shoppers can easily get cheap merchandise. As a result of the low price
level, profit margins in the German retail market—particularly grocery
retailing—are very low.16 Thus, retailers need to benefit from the economies
of scale and network effects in order to be profitable. This imposes high
entry barriers for any foreign competitor into a market that is relatively
fragmented and saturated. Building a supply chain network in a country
only makes sense, if a retailer enters at a large scale. Few retailers, however,
will come into a market at such a magnitude. Developing a network takes
time and will initially incur losses. For instance, Wal-Mart ran profits in
China only after fifteen years.17

The system of company financing is a critical element here, as Wal-Mart
investors simply did not show the patience to take the losses in the German
retail market for the long-term goal of creating a sufficiently large network.
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As Susan Christopherson points out, “the constant pressure for rapidly
increasing return on investment from activist stockholders pressured Wal-
Mart to re-concentrate its internationalization efforts”18 and ultimately to
pull out of the German market. Despite the initial losses, the still-evolving
retail market in China simply offered better long-term growth prospects
than the long-term struggle necessary to gain a viable foothold in the well-
established German market.

Overall, the acquisition and merger strategy was flawed. The amount
Wal-Mart paid for the acquisitions was overpriced—a fact that limited the
profitability of Wal-Mart in Germany from the start. Wal-Mart paid euro
560 million for seventy-four stores, while Spar had paid merely euro 85
million two years earlier for half of those stores.19 Moreover, several other
aspects of the Spar acquisition were problematic. Their stores were run
down and were heterogeneous in size and format.20 Generally, their small
size did not match well with Wal-Mart’s big box store setup. This produced
not only significant renovation and rebranding costs for Wal-Mart, but also
helped stick Wal-Mart Germany with an image problem for decrepit stores
and the unsuccessful business practices of its predecessor stores. 

Management problems remained a consistent aspect of Wal-Mart’s oper-
ations throughout its eight-year involvement in the German market. The
company went through a rapid succession of CEOs. The first CEO, Ron
Tiark, had only limited knowledge of the German language but let long-
standing German Wertkauf and Spar managers go, only to bring more
Americans into the leadership of Wal-Mart Germany. Tiark left after only
sixteen months to be succeeded by the British manager Allan Leighton,
who had joined Wal-Mart through the company’s acquisition of the British
retailer Asda. Leighton also could not speak German and ran the company
mainly from Leeds in northern England. He showed up only occasionally
at the German headquarters of Wal-Mart in Wuppertal. He left after ten
months to be replaced by Volker Barth, who lasted only a few months until
Kay Hafner took over in May 2001.

The pattern of appointing CEOs and the way these individuals ran the
company meant that Wal-Mart’s management did not take advantage of the
talent pool it had been handed through the acquisitions of Wertkauf and
Spar. The German leadership of Wertkauf and Spar was fired or left
quickly, leaving foreigners to handle the intricacies of the legal framework
and the cultural complexities of the German retail market. English became
the official language of Wal-Mart Germany at the management level. That
even further excluded the older German sales people and managers. Their
lack of English skills meant that their expertise was ignored. 
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In part as a result of the discontinuity in management, suppliers who had
worked with Wertkauf and Spar—like Adidas, Puma, or Nike—cancelled
their contracts. Of course, these suppliers also resented the strong-arm tac-
tics Wal-Mart Germany would apply in their dealings with them. While this
was consistent with American business practices, Wal-Mart Germany did
not have the same bargaining power with suppliers as the parent company.
Given the limited number of stores and the small network of Wal-Mart Ger-
many, these suppliers had no need for successful business relations with
Wal-Mart. Wal-Mart was also unable to adjust to the cultural norms of a
more symmetrical relationship between retailers and suppliers. For exam-
ple, Wal-Mart managers demanded access to their suppliers’ premises in
order to check on their operations. This contributed to alienating suppliers
from Wal-Mart even further. Moreover, due to the small number of stores it
owned in Germany and its limited market power, Wal-Mart was unable to
bypass the wholesalers by dealing directly with the factories—a key element
of its low-price success in the United States. In other words, in the German
context, Wal-Mart could not replicate its success in dominating its supplier
network.21 More importantly, though, Wal-Mart ignored the German cul-
tural and institutional practice in which companies view suppliers in terms
of cooperative strategic partnerships instead of arms-length, if not adversar-
ial, subcontractor-service provider relationships.

German-style Capitalism and the Intersection of Culture and
Socioeconomic Institutions

It is critical to understand Wal-Mart’s failure in Germany not merely as an
expression of a flawed or mismanaged approach to its move into the Ger-
man market. Similarly, it is too easy to lay the blame on cheerless German
consumers, who react with hostility to any change in their shopping
habits.22 Rather, Wal-Mart’s failure in Germany is based on much deeper
structures and represents a mismatch between what Wal-Mart had to offer
in the German retail market and the political, social, and cultural conditions
of that market. What could be enormous strengths in one market context
produced counterproductive rigidities when the same principles were
applied in a different market setting.

The fact that unionization rates in Germany tend to be higher than in the
United States by itself was not necessarily critical for Wal-Mart’s failure.
Actually, unionization levels in the retail sector in Germany are lower than
in the manufacturing sector.23 Far more important than the absolute level of
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unionization was Wal-Mart’s failure to understand the consensual relation-
ship among employers and workers and their unions in German-style capi-
talism. The German retail market “is essentially a private regulatory system
governed by trade associations and unions with state support.”24 This limits
the autonomy of firms and imposes collective responsibilities on all stake-
holders in the market, including both companies and unions.

Wal-Mart’s repudiation of this consensual bargaining system and its
implicit norms is at the core of its failure in Germany. One particular exam-
ple is Wal-Mart’s refusal formally to recognize the outcome of Germany’s
centralized wage bargaining process. The union’s decision to organize walk-
outs at Wal-Mart stores in 2000 and 2001—despite the fact that the company
paid its staff slightly above the centrally-agreed wage increases25—simply
stunned management. Thus, the key issue at stake in the walkouts was not
pay, but rather the company’s rejection of the consultative and cooperative
system of German labor relations.26 Similarly, Wal-Mart largely neglected
consulting the work councils that are critical to intrafirm decision-making
inside German companies. While American managers introduced the quite
un-German practice of family-style barbeques as a means to create commu-
nity spirit among its employees, German workers preferred the rationaliza-
tion of consensual working relations through work councils. 

Although unions in the retail sector are weak, the social norms that
favored consultation remained strong. When Wal-Mart employees went on
strike in July 2000, the goal was to force the company to join the employer
association and abide by collective bargaining agreements.27 The success of
Germany’s consensual labor relations rested not so much on high unioniza-
tion rates, but more importantly on the institutionalization of cooperative
relations among firms. In the end, Wal-Mart’s familiarity with adversarial
labor relations and with arms-length and competitive relations among firms
in the United States clashed with the consensus orientation of German
labor relations and cooperation among firms. The popular story line that
German wages are simply too high and that the German labor market is too
rigid for the Wal-Mart business model to work does not hold. 

Wal-Mart Germany voluntarily paid its workers 3 percent above the
industry scale.28 The fact that German Wal-Mart workers made slightly
more money than workers at other retail chains, however, did not increase
the loyalty of workers to the company. Rather, it created distrust in the
company strategy for breaking the social norms of the German labor mar-
ket. It appears doubly ironic that Wal-Mart, in contrast to its home country
practices, used a higher wage policy as part of an anti-union strategy to
break up the loyalty of their employees to the unions and the work council
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labor relations model—an effort that backfired in that it encouraged Wal-
Mart workers to stick with the German model. Moreover, as Wal-Mart paid
its workers above scale, its refusal to join the employer association and col-
lective bargaining agreements reflected Wal-Mart’s inability to come to
terms with German cultural norms, with labor market institutions and with
stakeholder, rather than shareholder capitalism.

Wal-Mart’s failure to understand the consensual nature of labor relations
in German capitalism is part of a broader misconception of the company’s
people policies in general. The imposed ritual Wal-Mart Cheer for its sales
people simply did not sit well with the company’s German staff. At the
beginning of their shifts or during specific breaks, employees had to engage
in group chants to spell all the letters of Wal-Mart and to cheer “Who is
Number One for us? Always the Customer.” While the exercise was meant
to boost morale, it alienated Wal-Mart employees who saw the practice as
embarrassing and as unfitting for a culture in which mass rallies and group-
think had a very problematic legacy.

Wal-Mart’s alleged customer orientation expressed in the cheer backfired
as well. Wal-Mart’s principle that smiling associates would offer help to cus-
tomers at every opportunity did not match with the German shopping cul-
ture. While customers might in principle like service, they are willing to
forgo service in the interest of lower prices for their basic consumer needs.
The very point of discount stores is that they are supposed to be anony-
mous places that are functional, not comfortable. If German customers
desire greater service, they can chose to go to higher-end stores. With
respect to discount stores, however, any expenditure on customer service
appears wasteful in the eyes of customers. Similarly, German shoppers
could not get used to the idea of strangers bagging their purchases—despite
the fact that bags were free of charge at Wal-Mart. Aldi’s barebones, no-
frills approach was a much better fit for German shoppers’ low-price shop-
ping habits than the customer orientation of Wal-Mart.29 Ironically, in the
minds of German customers, Wal-Mart could never acquire the image of a
low-price store, because German customers saw the customer orientation as
wasteful spending for which they did not want to pay.30 Again, the branding
problems for Wal-Mart were formidable. A “sometimes, sort-of low prices”
image did not have enough durable appeal among German consumers.

A similar setback for Wal-Mart’s people policies was the use of “greeters”
at the stores. Analogous to its American practice, Wal-Mart would have asso-
ciates say “Guten Tag” at the door to entering customers. The company had
to abandon this practice quickly after customers complained about being
irritated by the greeters and some reported feeling harassed by the greeters
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on store premises.31 Germany, thus, became the first country in which Wal-
Mart had to stop the use of greeters. In sum, Wal-Mart’s people policies
were out-of-touch with the German labor force and German customers. 

Similarly, Wal-Mart’s adoption of an ethics code for its employees did
not fit well with German cultural practices.32 The code prohibited sexual
relationships among employees and encouraged workers to report miscon-
duct to the company. Workers, unions, and work councils strongly objected
to these rules. Not only did Wal-Mart employees disagree with the content
of the code, the formal way the code was adopted violated the emphasis on
consensual labor relations and workers’ rights to codetermination. Wal-
Mart did not consult with its work councils when it adopted the code. Con-
sequently, in 2005 the courts struck down Wal-Mart’s ethics code for
violating German labor law.

Another example of Wal-Mart’s misunderstanding of Germany’s corpo-
rate culture concerns the move of its German headquarters from Karlsruhe
(in the southwestern part of Germany) to Wuppertal (in the west central part
of Germany). Despite the fact that the company offered to transfer all 463
staff members, only 100 took the offer. Much to the surprise of a company
that was used to high levels of labor mobility in the United States, the rest of
the staff at Wal-Mart’s German headquarter refused to uproot their families.33

For the purposes of this article, there are four interrelated types of institu-
tional and legal features of a specifically German-style capitalism that fur-
ther constrain the introduction of American-style retail practices: company
structure, zoning regulations, shopping hour regulations, as well as antitrust
and unfair trading regulations.

With regard to company structure, the vast majority of German retailers
are family-owned or organized as cooperatives, which implies that they are
not publicly traded.34 Thus, they are not dependent on shareholders’ expec-
tations for profitability the way most American companies are. Conse-
quently, the barrier for market exit by German retailers is relatively high,
giving a company like Wal-Mart less of a chance to drive competitors out of
business. Similarly, Wal-Mart’s constant need of satisfying its shareholders,
conflicts with Germany’s emphasis on stakeholder capitalism. While Wal-
Mart, for example, can easily impose wage restrictions on its American
employees to satisfy the preferences of its shareholders, such a policy
requires protracted negotiations and consensus building among the stake-
holders in the German context.

The family-ownership model of the German retail sector also meant that
these companies do not have to rely on the stock market for investment
capital. They can simply use their own cash reserves or their real estate
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equity.35 This fact severely constrained the execution of Wal-Mart’s pre-
ferred strategy of taking over already existing chains in order to address the
prevailing regulatory structures in the new markets and to move to scale
quickly.36 The family-financed firm structure foreclosed the option for Wal-
Mart of acquiring existing chains through hostile takeovers—not even to
mention the fact that a strategy of hostile takeovers also would have clashed
with German cultural norms of negotiated takeovers.37

Zoning restrictions in Germany impose significant constraints on the
building of large stores. They prohibit the construction of stores with more
than 800 square meters in locations not designated for retailing. In part, this
reflects a deliberate policy to avoid inner city decay. It is noteworthy, how-
ever, that German zoning laws are less stringent than those of Great Britain—
a fact that did not prevent a fairly successful entry of Wal-Mart into the
British retail market. Moreover, these zoning laws were not sufficient to foil
the development of successful shopping centers (in particular in Eastern Ger-
man cities where property rights disputes and decaying inner cities made
suburban shopping more prevalent) and factory outlet stores.38 Rather, in
the German case, zoning laws and shopping culture interact with each other,
reflecting the preference of many Germans to do their shopping in walking
distance from their homes. Overall, German shoppers engage in price aver-
aging: purchasing cheap necessities at hard discounters, such as Aldi, and
buying higher priced items at their neighborhood grocery store.39 In addi-
tion, the relatively small refrigerator sizes in Germany often necessitate sev-
eral trips per week to the grocery store, making walking distance a critical
issue in shopping decisions. Similarly, typical refrigerator sizes limited the
usefulness of Wal-Mart’s big packaging retail model for the German market.

Shopping hour restrictions prevented Wal-Mart from establishing the
24/7-business model in Germany. At the time of Wal-Mart’s entry into the
German market, laws required the closure of stores after 8 P.M. on week-
days and after 4 P.M. on Saturdays. Stores had to be closed on Sundays and
holidays.40 While Wal-Mart decided to extend shopping hours by opening
its stores at, for German circumstances, the unusually early time of 7 A.M.,41

the limitation on shopping hours curtails the ability of German shoppers to
drive their cars to big box stores in the suburbs and incentivizes shopping
in small downtown or local neighborhood stores. These restrictions make
the Wal-Mart model even more inefficient in the German context. It is
worthwhile pointing out that the need for big box stores alone, is insuffi-
cient to explain Wal-Mart’s lack of success. The Swedish furniture chain
IKEA made a very successful entry into the German retail market, despite
depending heavily on the big box store concept.42
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German antitrust laws and fair-trade rules constrain the ability of large
retailers to engage in dumping practices designed to drive out competitors.
It puts severe limits on Wal-Mart’s ability to emerge as the “Everyday-Low-
Price” leader in Germany, because of the restrictions on engaging in price
wars. Germany’s law against unfair competition prohibits general price
reductions and restricts discounts to the two-week-long winter and summer
clearance sales that begin in late January and late July.43 Similarly, German
law prohibits such practices as buy-one-get-one-free purchases, free gifts for
purchases or frequent buyer discounts.44

Used to American practices, however, Wal-Mart managers did not fully
understand the prohibition on dumping and price wars. Germany’s cartel
office intervened frequently to stop price wars triggered by Wal-Mart.45 In
September 2000, for example, the Federal Cartel Office banned Wal-Mart’s
dumping prices for such basic food items as milk, butter, sugar, flour, and
rice. In addition, domestic German courts were not shy in interpreting
antitrust legislation in favor of domestic retailers against Wal-Mart. In any
case, in the eyes of German consumers Wal-Mart never emerged as a low
price retailer; German shoppers clearly gave the edge on low prices to hard
discounters, such as Aldi and Lidl. 

Conclusion

Efficiency is not an abstract measure that can be separated from the social
context in which a company operates. Lean retailing is not absolute. Global-
ization theories often imply that there is one best practice of how to do things
and that all countries will converge to that best practice standard. Wal-Mart
Germany, however, tells a different story. Lean retailing practices that work
well in the United States may have little relevance in an environment with
different social norms and institutions. Wal-Mart believed mistakenly that its
very successful business model set the global best practice standard that
could be applied universally without adapting it to local circumstances. 

Local culture and institutions interact to constrain the impact of global-
ization. Best practices are context-specific. Wal-Mart’s failure in Germany
does not mean that the company’s efforts at gaining access to the German
market are doomed for eternity. Nevertheless, the key for any potential
future success by Wal-Mart or any other company would be to adjust their
model to an environment that values consensus and cooperative decision-
making, deemphasizes reliance on shareholders and integrates stakeholders
into the process.
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