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CHAPTER ONE
THE CASE AGAINST WAL-MART

H. Lee Scott Jr. looks every inch the chief executive of America's biggest and most powerful corporation as he strides through the lobby of the Omni Los Angeles Hotel on his way to make the most important speech of his career. Wearing an expensive, well-tailored suit on his stocky frame, his hair carefully coiffed, and his corporate game face on, Scott shows no sign of his natural fear of public speaking. To the contrary, the fifty-four-year-old executive appears eager for the chance to justify his company, Wal-Mart Stores, to the 500 business and community leaders who await him in the Omni's ballroom.

The Omni—a luxury high-rise located in a solidly pro-union, politically liberal city—is an unlikely venue for the chief executive of an Arkansas-based corporation that is famously frugal, deeply conservative, and Southern-fried to the core. Wal-Mart already has 180 stores in California, but its ambitious expansion plans call for it to quadruple this total while moving from the outskirts into the heart of Los Angeles and the state's other big cities. In many Golden State locales, Wal-Mart was being denied the zoning and other clearances it needed, and so Scott has flown out on this February day in 2005 to make the case for himself and his company in person at a luncheon sponsored by Town Hall Los Angeles, a nonpartisan group that immodestly but not inaccurately bills itself as a forum “for the most important thinkers and leaders on Earth.”1

Scott takes the stage to polite applause and opens with an aw-shucks flourish reminiscent of the late Sam Walton, the disarmingly folksy “Mr. Sam,” who founded Wal-Mart in the remote Ozarks hill town of Bentonville in 1962. “I know that Town Hall Los Angeles has a national reputation for hosting conversations on the issues that matter—talks that feature prominent figures from the worlds of government, business, the nonprofit sector, and the arts,” Scott says. “It's a little humbling for a shopkeeper from Arkansas to follow such folks to Town Hall's distinguished podium.”2

Scott soon discards the faux humility to offer a ringing defense of the embattled company where he has worked for twenty-six years. By selling vast quantities of goods at its trademark “Every Day Low Prices,” Wal-Mart has single-handedly raised America's standard of living, saving consumers about $100 billion a year, he contends. “These savings are a lifeline for millions of middle- and lower-income families who live from payday to payday,” he says. “In effect, it gives them a raise every time they shop with us.” As Scott tells it, Wal-Mart also provides good jobs for hundreds of thousands of equally deserving employees, offers even part-time workers generous health insurance and other benefits, and contributes hefty tax payments to thousands of towns and cities from sea to shining sea. “I believe that if you look at the facts with an open mind,” he says, “you'll agree that Wal-Mart is good for America.”3

Scott accuses greedy labor unions, inefficient supermarket chains, and other Wal-Mart opponents of distorting “the facts” to suit their own purposes, undermining not only the company but also the nation. In so many words, the CEO contends that Wal-Mart is America and that to oppose the company's advance into California and other growth markets is to oppose progress itself. “When someone builds a better mousetrap, it's not the American way to deny average folks the chance to use it to improve their lives,” he says. “The horse and buggy industry wasn't permitted to crush the car. The candle lobby wasn't allowed to stop electric lights.” To deny Americans “the higher living standards that Wal-Mart's business efficiency can bring is to make a mockery of American ideals under the guise of pursuing them.”4

Hold it right there. When America's largest corporation conflates its self-interest with life, liberty, and the pursuit of happiness, alarm bells should go off in every city hall, statehouse, and union hall in the land. The outcry against Wal-Mart is rooted in the arrogance of its presumption that selling vast quantities of cut-rate merchandise entitles it to behave as if it represents the best interests of the American people. Scott likes to call Wal-Mart an “agent” of the consumer, but this seems far too mild a description of a company of such size, power, and righteous zeal. Its critics would argue that intimidator, enforcer, coercer, tyrant are more apt. In the name of the shopper, Wal-Mart systematically bullies its workers, its suppliers, and the residents of towns and cities disinclined to submit to the expansion imperative of a company currently opening new stores at the rate of 1.45 a day.

Who among us does not crave a bargain? But we Americans— including the financially strapped folks Wal-Mart claims as its own— are not defined by how much money we save down at the Supercenter. We are a nation of workers first and shoppers second; as the saying goes, “You got to work to eat.” We also are a nation of citizens entitled to vote as we choose, even if it means going against our financial self-interest as defined by Wal-Mart.

Today, Wal-Mart is besieged by critics on all sides, but perhaps the greatest threat it faces is from within—from unhappy, demoralized employees who are quitting at the rate of hundreds of thousands a year and who have dozens of class-action lawsuits pending against the company. On the very day that Scott was extolling Wal-Mart's virtues at the Omni, a ragtag group of his low-level employees gathered 850 miles to the east to bite the hand that barely feeds them. Joined by dozens of supporters, they stationed themselves across the street from a Wal-Mart Supercenter in Loveland, Colorado—a fast-growing exurb of Denver—to loudly cheer on a drive to unionize the store's tire-and-lube shop. Joshua Noble, the twenty-one-year-old leader of the rebellion against his virulently anti-union employer, is an epileptic who had to move back in with his parents because he could not afford to live on his Wal-Mart paycheck. “Always the low price means always paying your workers less,” Noble declares.5

The average Wal-Mart hourly employee makes substantially less than the $12.28 average for retail workers in the United States; although the exact amount is debatable, the highest figure, Wal-Mart's own, is a mere $9.68 an hour. And starting wages are several dollars an hour less. Scott—who received $12,593,493 in salary, bonus, stock awards, and other compensation in 2004—defends Wal-Mart's pay scale by rounding off the hourly average to $10 and noting that it is almost twice the federal minimum wage of $5.15. Even so, the typical employee working full-time at Wal-Mart makes just $17,600 a year, well below the $19,157 poverty line for a family of four.

Because Wal-Mart is so big, it has dragged down wages throughout the country. Economists at the University of California at Berkeley found that Wal-Mart's expansion during the 1990s cut the income of America's retail employees by 1.3 percent—or by $4.7 billion in 2000 alone.6 What is more, the depressing effect of Wal-Mart's expansion on payrolls extends well beyond retailing. According to a 2005 analysis by economists at the Public Policy Institute of California, take-home pay per person fell by 5 percent across the board following Wal-Mart's entry into a county. The evidence “strongly suggest(s) that Wal-Mart stores lead to wage declines, shifts to lower-paying jobs (or less skilled workers), or increased use of part-time workers,” the authors concluded, adding that the company's impact on local labor markets was particularly pronounced in the South, where its stores are most numerous and where they have been open the longest.7

And the health insurance that Scott touted in his speech? Only 44 percent of Wal-Mart's 1.3 million U.S. workers have signed up for even the least-expensive medical benefits that the company offers.8 Many simply cannot afford even the minimum $1,000 deductible and the $35 monthly premium for individual and $141 for family coverage. The result? To make ends meet, many employees see no alternative to going on the dole. An astounding 46 percent of the children of Wal-Mart workers are uninsured or on Medicaid.9 “For being such a big company, Wal-Mart has a very poor benefits plan,” complains Noble, who pays nearly $200 a month for his health insurance plus another $100 for the prescription medicine that prevents his epileptic seizures.10

Unhappy Wal-Mart workers complain as much about being overworked as underpaid. The company deliberately understaffs its stores to hold down payroll costs on one hand, and yet is absolutely allergic to paying hourly workers overtime on the other, putting its store managers in the position of finding ways to reconcile the irreconcilable or suffer the career consequences. The obvious, though generally illegal, solution is to force employees to work extra hours without pay, either by eliminating meal and rest breaks or by having them punch out and keep working “off the clock.” To a certain unquantifiable extent, Wal-Mart's labor cost advantage is the product of playing fast and loose with its own stated policies at its employees' expense.

In 2000, Wal-Mart did its own audit of one week's time-clock records for 128 stores employing 25,000 hourly workers in total. What they found was shocking—three apparent violations for each worker: 60,767 instances of rest breaks not taken, 15,705 instances of meal breaks forgone, and 1,371 instances of minor-age employees working excessive hours or at inappropriate times (during school hours, for example). Despite this, the company took no corrective action whatsoever, and instead disavowed its own audit after it was leaked to the New York Times in 2004, claiming that it had no way of knowing whether workers hadn't simply forgotten to sign out as they came and went. “Our view,” said a spokesman, “is that the audit really means nothing.”11 Others do not agree—federal and state authorities have repeatedly cited and fined Wal-Mart for labor-law violations, including hiring outside contractors who employ illegal aliens.

Wal-Mart insists on describing itself as “pro-associate, not anti-union,” but it is ruthless in trying to suppress any and all attempts by unions to organize its stores. One of the company's standard-issue manuals for store-level supervisors is the Managers' Toolbox to Remaining Union-Free, which urges managers to keep an eye open for such telltale signs of incipient unionism as “frequent meetings at associates' homes” or “associates who are never seen together … talking or associating with each other.” By some accounts, Wal-Mart headquarters conducts covert surveillance of employee telephone calls and e-mails. Whenever it does detect pro-union sentiment at a store, the home office dispatches a “labor relations team” by private jet to cajole and intimidate dissident workers into toeing its strict anti-union line.

In a rare instance of defiance, workers in a store in Jonquière, Québec—North America's staunchest bastion of trade unionism— voted in the fall of 2004 to join the union that Wal-Mart considers its archenemy, the United Food and Commercial Workers. In apparent retaliation, Wal-Mart, to the outrage of the people of Québec, shut down the store, which still had sixteen years to run on its twenty-year lease, and put 190 workers on the street in an area with one of Canada's highest unemployment rates.

Without a union to protect them, aggrieved Wal-Mart employees are turning to the courts. In 2005, the company faced more than forty class-action suits in thirty states alleging that it forces employees to work extra hours without pay, including a case in Texas brought on behalf of 200,000 workers who claim that Wal-Mart owes them $150 million for forcing them to work through their fifteen-minute breaks over a four-year period. In Massachusetts, lawyers representing 55,000 workers claim to have documented 7,000 different instances of managers deleting large blocks of time from payroll records. Wal-Mart settled one such case in Colorado in 2001 by distributing $50 million in unpaid wages to 69,000 employees. A year later, an Oregon jury delivered a guilty verdict against the company in the first of these so-called wage-and-hour cases to go to trial.

Scores of other lawsuits allege that Wal-Mart routinely violated laws against discrimination in denying women, black, and Hispanic workers raises and promotions. A sex-discrimination case certified in mid-2004 by a federal judge in California is the largest civil rights class-action suit in history by several orders of magnitude. The case, Dukes v. Wal-Mart, encompasses the claims of every woman who has worked at Wal-Mart since late 1998—1.6 million workers all told.

In its attempts to prevent the case from broadening beyond the six original plaintiffs, Wal-Mart claimed that each store was “different” from the others and that at worst there were only a few “bad apples” among its store managers. Its own records tell a different story: Since 1997, female employees were paid 5 percent to 15 percent less than men working the same jobs in every part of the country, despite having higher performance ratings and more seniority on average. Women comprise two-thirds of all hourly workers but received only one-third of all promotions to management positions. At Wal-Mart, a mere 33 percent of managers are women, compared with 56 percent at the company's top twenty competitors, according to a study commissioned by the plaintiffs. The depositions of hundreds of female employees filed in support of the case are liberally spiced with tales of good ol' boys behaving badly: the home-office exec who routinely told mixed-gender groups of employees they should strive to make customers feel as if they could trust them “with their wife and their wallet”; the Midwestern district manager who liked to hold business meetings at Hooters; the “Spirit Committee” of a Wisconsin store that brought in a stripper to perform at a staff session in celebration of the manager's birthday.

Wal-Mart workers are quitting in far greater numbers than they are filing lawsuits or signing union representation cards. Turnover among hourly employees is nearly 50 percent a year, about double the rate of Costco, which long ago supplanted its much larger rival as America's big-box employer of choice. To replace the workers who are voting with their feet and leaving, Wal-Mart must hire about 600,000 new employees a year in the United States alone—a figure without precedent in the annals of business. In addition, the company filled 125,000 new positions in 2005—a figure that will only grow as it continues to add 280 to 300 new stores a year.

Viewed from the Olympian heights of Bentonville, high turnover in Wal-Mart's stores is not all bad. The constant churn sharply reduces the number of employees eligible for raises and promotions— holding the average wage down—and also assures that the great majority of workers do not stick around long enough to have the chance to vote in a union election or file a discrimination suit. Still, an awful lot of warm bodies are needed to keep the Wal-Mart sales machine humming. How long can the company sustain its manic hiring pace before it cycles through the entire blue-collar population of America? And at what cost? Hiring and training a replacement worker costs Wal-Mart $2,500 on average, or about $2 billion a year.

The reason Wal-Mart's behavior toward its employees, the communities in which it operates, and its manufacturing suppliers is so important is that it casts such an enormous shadow over the American economy. In the business world, there is big, and then there is Wal-Mart Stores. The “shop” that Scott keeps will ring up more than $300 billion in revenue in 2005, more than any corporation in history. Wal-Mart's sales are greater than the next five biggest U.S. retailers combined.12 By itself, Wal-Mart is China's fifth-largest trading partner, ahead of Germany and Great Britain. “If we were a country,” Scott has said, “we would be the twentieth largest in the world. If we were a city, we would be the fifth largest in America.”13 Every week, 138 million shoppers visit Wal-Mart's 3,750 stores in the United States and its 2,400 outlets in nine foreign countries. It employs 1.6 million people, four times as many as McDonald's, the world's second-largest private employer. Three hundred thousand more Americans now wear the Wal-Mart uniform than are currently on active duty in the Army, Navy, Air Force, and Marines combined.

Wal-Mart is larger than any company has ever been. But the economic influence it wields is disproportionate even to its size. Because of the breadth of its product offerings, Wal-Mart is centrally positioned within the U.S. economy to a degree unmatched by any retailer in history. With a 25 to 35 percent share of the market in everything from toothpaste, dog food, and detergent to DVDs, jewelry, and toys, Wal-Mart dominates across the full spectrum of consumer goods and can make or break even the largest and most diversified of the manufacturers that supply it.

Wal-Mart's blue, gray, and rust color scheme is a familiar sight throughout the country, but the foundation of its dominance—the reason it is so damn big—is hidden from view. Wal-Mart can routinely underprice other discounters and still make big money because it pursues cost efficiency with a zeal bordering on the maniacal. In part, this is because Wal-Mart's selling and general administration costs—wages mainly—are fully 25 percent below those of other big-box chains. Equally vital is Wal-Mart's mastery of the technology-driven discipline of logistics: It moves merchandise from factory loading dock through to cash register with a speed and precision no one else comes close to equaling. The combination has made Wal-Mart the most formidable consumer-business machine in the history of capitalism.

In the 1960s and 1970s, when mass discounting was young, Wal-Mart was welcomed almost everywhere it wanted to go. A shiny new Wal-Mart discount store at the edge of town became an emblem of economic progress throughout the South. It was not unusual for towns to send delegations to Wal-Mart headquarters bearing tax subsidies and other inducements to attract stores. Many got their money's worth, for Wal-Mart put its first few hundred stores into small, remote communities that the dominant retail chains of the day either shunned or exploited through rip-off pricing. While a new Wal-Mart store was not the powerful economic engine that a new factory would have been, it did bring jobs and tax revenue to communities in desperate need of both while enabling shoppers to stretch each hard-earned dollar further than ever before. Let's give Wal-Mart its due and concede that it is indeed the best, most sincerely devoted corporate friend that the budget-minded American shopper has ever had.

Today, there still are plenty of communities across the country so keen to get their own Wal-Mart that they are willing to subsidize a giant now coining $10 billion a year in profits. But these days, the company has to fight its way into town as often as not. In cities big and small, Wal-Mart's advance is sparking “site fights” that tend to escalate into the municipal equivalent of civil war. “I've been here forty-four years and I've never seen such division and intense passion on both sides,” says Kay McKay, a civic leader in Flagstaff, Arizona (population 50,000), where Wal-Mart won a referendum in 2005 by a margin of just 365 votes out of more than 17,100 cast.14

The growing resistance Wal-Mart faces is deeply rooted in a changing American landscape. In Sam Walton's heyday, the consumer suffered because of a lack of real competition among merchants and the city was just beginning to burst its long-established boundaries and flood the surrounding landscape with new roads, housing subdivisions, and shopping centers. But by the 1990s, the country had sprawled its way from a shortage to a surplus of retail stores of most sorts. A new Wal-Mart still brought cheaper prices to Anytown U.S.A., but no longer was even a modest spur to economic growth, making the subsidies that the company continued to extract at every opportunity into a bad deal indeed for local taxpayers. For years now, Wal-Mart's expansion has been essentially a zero-sum game: It grows by wresting business away from other retailers large and small. In hundreds of towns and cities, Wal-Mart's entry put ailing Main Street shopping districts into intensive care and then ripped out the life-support system.

Environmental objections also figure prominently in the growing grassroots backlash to Wal-Mart expansion. As the novelty allure of big-box bargain-hunting has faded, millions of affluent Americans have decided that they value the look and feel of their neighborhoods over the opportunity to buy cheap underwear closer to home. One particularly inflammatory issue throughout the country is the heavy auto traffic that a high-volume, low-margin operation like Wal-Mart is destined to attract. “What Wal-Mart has got to understand is that it's not about low prices anymore—it's about what people want in their neighborhoods,” contends David Birdsall, a developer who has run into intense opposition in building a half-dozen Wal-Mart stores in Ohio, Indiana, and Michigan. “It's great to get low prices, but, frankly, am I going to wipe out this, this, and this to save 50 cents on a gallon of milk?”15

What the various anti–Wal-Mart factions usually share by the end of a fight over a new site is resentment of the company's heavy-handed intrusion into the affairs of local government. Heaven help any community that turns down a Wal-Mart building plan. America's largest corporation does not hesitate to throw its weight around in even the smallest town to get what it wants, even if it means going over the heads of elected officials to wage referendum campaigns juiced by heavy ad spending.

In 2004, when Wal-Mart tried to win support to build a Super-center on a choice sixty-acre site in Inglewood, a black and Latino community in central Los Angeles, the company succeeded in putting on the ballot a highly technical seventy-one-page referendum designed to “throw out all the local planning laws and make themselves a little Wal-Mart city,”16 as one critic put it. Despite outspending its opponents by 10 to 1, Wal-Mart's ballot measure was crushed, 61 percent to 39 percent. From Bentonville, the company issued a defiant statement: “We are disappointed that a small group of Ingle-wood leaders together with representatives of outside special interests were able to a convince a majority of Inglewood voters that they don't deserve the job opportunities and shopping choices that others in the L.A. area enjoy.”17 Translation: “‘The people’ want what we say they want.” And where does a relentlessly for-profit corporation based in Arkansas get off demeaning any other party to a Los Angeles political battle as an “outside special interest”?

Like politicians or four-star generals, a Wal-Mart boss never apologizes. But CEO Scott later came close in acknowledging the errors of Inglewood. “I think we came across as a bully who would get their way regardless,” Scott said a few days before his L.A. speech. “Our size causes us, when we do something inappropriate, which is usually done out of stupidity, to come across as being done out of arrogance. And people just won't stand arrogance.”18

Wal-Mart set a new standard of stupidity in the referendum battle in Flagstaff three months later. One beautiful May morning, Flagstaff's residents opened their newspapers to find a full-page ad paid for by Wal-Mart and featuring a 1933 photograph of a mob of Nazi supporters piling books onto a bonfire in Berlin. “Should we let government tell us what we can read? Of course not,” the copy read. “We can read what we choose because of the limits the Constitution places on government's ability to restrict our freedoms. So why should we allow local government to limit where we can shop? Or how much of a store's floor space can be used to sell groceries?”

It's hard to say which was more offensive: Wal-Mart comparing Flagstaff's elected officials to Nazis or its equating freedom of speech with the freedom to shop.

In 2004, the University of California at Santa Barbara convened a gathering of academics who made a persuasive case that Wal-Mart's aggressively low-cost, low-wage business model has made it “the template business for world capitalism,” in the words of Nelson Lichten-stein, a labor historian who organized the conference. The enormous influence that Wal-Mart wields over even other megacorporations is rooted in part to its mastery of so many business fundamentals (labor and community relations excepted). In 2005, Wal-Mart ranked fifth on Fortune magazine's annual survey of the American corporations most admired by other American corporations. Mainly, though, Wal-Mart coerces emulation. Its utter domination of the U.S. trade in consumer goods—the world's richest market—leaves many competitors and suppliers alike with no real alternative but to adjust their business models to conform to Wal-Mart's.

The so-called Wal-Martization of the U.S. economy certainly has its pluses. In applying relentless pressure on its 61,000 vendors to make the manufacture and distribution of most everything we consume more cost-effective, it has done more to boost U.S. productivity—a key indicator of the nation's economic vitality—than any other corporation. An oft-cited study by McKinsey Co. found that a remarkable one-eighth of the surge in U.S. productivity from 1995 to 1999 can be explained by only two syllables: Wal-Mart.19 Similarly, in bringing their prices down to compete with Wal-Mart, rival retailers radiate the economic benefits of “Every Day Low Prices” throughout the ground floor of the U.S. economy. The net effect is to suppress inflation, making every dollar spent in America go further than it would otherwise.

From 1985 through 2004, Wal-Mart's expansion brought an overall decline of 3.1 percent in consumer prices in America, as measured by the Consumer Price Index, according to a study that the company commissioned from Global Insight, a prominent economics forecasting firm. In 2004 alone, Wal-Mart saved U.S. shoppers $263 billion, or about $895 per person. Even after adjusting for the decline in workers' incomes also caused by the company's growth, Americans still came out $118 billion ahead, substantially more even than the $100 billion boost in disposable income that Scott had cited in his speech in Los Angeles nearly two years before Global Insight released its findings at a Wal-Mart–sponsored economics conference in late 2005.

But what Wal-Mart giveth, it also taketh away. What in an economist's language sounds like a bloodless program of national self-improvement is in fact a brutal, Darwinian struggle spilling blood in every shopping mall and factory. Failure to measure up to the demanding efficiency standards set by Wal-Mart has crippled thousands of businesses—not just corner grocers and family hardware stores, but also the billion-dollar likes of Kmart, Toys ‘R’ Us, and Winn-Dixie. “The principal strategic question for every American retail and consumer goods manufacturer is ‘What's my relationship to Wal-Mart?’” observes Peter J. Solomon, one of Wall Street's top retail experts.20

Although Wal-Mart does not gain from putting suppliers out of business, it enfolds them in a bear hug so powerful that it can suffocate them just the same. A classic example is pickle-maker Vlasic Foods, which came to grief agreeing to Wal-Mart's demand for a gallon jar of dills that it could sell for $2.97, or for less than most grocers sell a quart. In no time, Wal-Mart was selling 240,000 jars a week, monopolizing Vlasic's production. The problem was not only that Vlasic made just a penny or two of profit per jar, but also that demand plunged for spears and chips, its most lucrative items. The more Wal-Mart sold, the less Vlasic made. When Vlasic begged Wal-Mart to let it raise the price, Wal-Mart stubbornly refused, threatening to stop carrying all Vlasic products if it discontinued producing the economy jar. Finally, Wal-Mart relented and allowed Vlasic to switch to a half-gallon size priced at $2.79. “The Wal-Mart guy's response was classic,” recalled Steve Young, a former Vlasic executive. “He said, ‘Well, we've done to pickles what we did to orange juice. We've killed it. We can back off” Wal-Mart's reprieve came too late for Vlasic, which filed for bankruptcy protection in 2001.21

The biggest category of business cost suppressed by the Wal-Mart Effect is the wages and benefits of the very blue-collar workers who are the company's best customers. Naturally, this painfully ironic impact is most pronounced in Wal-Mart's own industry, retailing. Adjusted for inflation, the wages paid by Wal-Mart have declined by about 35 percent since 1970, about in line with the decline in the real value of the minimum wage over this period. Overall, U.S. retail wages today are only about one-third of those earned by union workers in manufacturing, compared to one-half in 1960, before Wal-Mart began its rise to economic preeminence.

The extreme pricing pressure that Wal-Mart applies to its vendors also hurts industrial workers everywhere by greasing the free-trade skids by which tens of thousands of U.S. manufacturing jobs a year are moving offshore to China and other low-wage countries. Wal-Mart certainly cannot be blamed for the huge wage disparity that exists between the United States and China, where the average industrial worker earns about 40 cents an hour and loosely regulated sweatshops still abound. However, as China's largest corporate trading partner, Wal-Mart has done more than any company in the world to establish the “China price” as the price American suppliers must beat. Consumer goods manufacturers that are unable to deliver the China price to Wal-Mart (and, in many product lines, few can) face three choices: shrink, close, or set up shop in China to exploit all that cheap labor.

By some estimates, more than 80 percent of the 6,000 factories in Wal-Mart's current database of suppliers are located in China and 70 percent of the nongrocery goods it sells today are made in China. Wal-Mart alone accounted for more than 11 percent of the United States' $162 billion trade deficit with China in 2004.22 “Wal-Mart's growth as an economic force is inseparable from China's rise as a manufacturing giant,” concludes Ted C. Fishman, author of China Inc. “No company in the world has embraced China's potential more vigorously than Wal-Mart, and no company has been a bigger catalyst in pushing American, European, and Japanese manufacturers to China.”23

As enormous as Wal-Mart is, it is getting bigger—and fast. At its current pace of growth, it will double in size in the next five years, becoming the first half-trillion-dollar corporation by 2010. It will reach this milestone even sooner if it makes a large acquisition overseas or if it finally is allowed to enter consumer banking in a big way at home, as it has been lobbying to do. Its main growth vehicle, the Supercenter, combines a full-size supermarket and a regular-size discount store under one roof covering 200,000 square feet, or about seventeen football fields. Over the last decade, Wal-Mart has built 1,750 of these colossal combination stores, and the company sees room for at least 4,000 more in the United States alone. This would entail ringing every major city in the country with a suburban fringe of Supercenters situated just a few miles apart.

Wal-Mart acknowledges no theoretical limit to its growth, except perhaps the sum total of humankind's disposable income. In his 2005 annual letter to shareholders, CEO Scott estimated the company's share of the global retail market at a mere 3 percent. “In other words,” he added portentously, “about 97 percent of the retail business around the world is not being done at Wal-Mart today.” And tomorrow? “Could we be two times larger? Sure,” Scott said in 2003. “Could we be three times larger? I think so.”24

From time to time throughout the modern history of American capitalism, one giant corporation has been elevated to preeminence by the magnitude of its power and the ways in which its exercise excites the hopes and inflames the fears of its age. Standard Oil Co., the Pennsylvania Railroad, the Great Atlantic & Pacific Tea Co., General Motors, IBM, and Microsoft have all filled this standard-bearer role. Today, for better and mostly for worse, the mantle has passed to Wal-Mart, the Bully of Bentonville.


CHAPTER TWO
THEY CALL ME MR. SAM

Fourteen years after Sam Walton's death, he remains an inescapable presence within Wal-Mart's sprawling headquarters in Bentonville. Photographs of the company's late founder are hung by the dozen in lobbies, anterooms, and hallways. Mounted on the wall of each of the seventy-seven rooms where Wal-Mart's buyers negotiate with vendors is Walton's picture, along with placards listing “Sam's Rules for Building a Business.” (There are ten of them, just like that other set of commandments.) The keys still hang in the ignition of Walton's last pickup truck, which is on display a short drive from the home office in the Wal-Mart Visitors' Center, along with a replica of his office exactly as it looked on his final day of work. Not since the passing of Mao Zedong has a leader remained as posthumously present as Chairman Sam.

Lee Scott pays homage to Walton constantly, both inside and outside the company—and not just because he was schooled at “Mr. Sam's” knee. Walton's heirs, who still own 40 percent of Wal-Mart's shares, insist on it. “After Dad was gone, we made a real strong commitment to keeping his name and his philosophy in the tops of minds around the company …” Chairman Rob Walton, Sam's eldest son, declared in a rare public pronouncement in 2003. “Interestingly, it has gotten even stronger over the years.”1 In effect, Sam Walton doesn't just haunt Wal-Mart headquarters; he still runs the place.

This is not to say that Wal-Mart hasn't evolved in important ways since Sam Walton succumbed to bone cancer in 1992. It was only after his death that the company made its massive push into the grocery business at home and its equally large-scale expansion abroad. However, all of the elements that now define Wal-Mart's business approach and corporate personality—its virtues as well as its increasingly evident faults—were present from the start. Wal-Mart is what Walton made it, and he made it largely in his own image. Although Mr. Sam was more complex a character than he let on, first, last, and always he was an Ozarker. One cannot understand the man—or the world-beating company he begat—without also decoding the Ozarks. Geography is not always destiny, but in Wal-Mart's case it most definitely has been.

Few have traveled farther in the business world without leaving home than Samuel Moore Walton. From the sleepy little Ozarks town of Bentonville in northwest Arkansas, Walton built a penny-pinching backwoods chain of discount stores into America's largest corporation, while amassing a family fortune that currently exceeds $80 billion. Yet he never seriously considered pulling up roots and forsaking the remote Ozarks hill country for the bright lights of Little Rock, St. Louis, or Dallas, much less Chicago, Los Angeles, or New York. That Walton's colossal achievements in capitalism were deeply grounded in the Ozarks seemed paradoxical to most everyone but the man himself. “The best thing we ever did was to hide back there in the hills and eventually build a company that makes folks want to find us,” Walton observed late in life. “They get there sometimes with a lot of trepidation and problems, but we like where we are.”2

Of the thirty-two stores that Walton had opened by the time Wal-Mart Stores first floated its shares on the public market in 1970, twenty-nine were located in the Ozarks, in towns far too insignificant and inaccessible to attract much bigger chains like Sears, Kmart, or Woolco. Going public put Wal-Mart on a path to massive growth but did not immediately blow Walton's hinterlands cover. Wal-Mart was not yet large enough to rank among the country's seventy top discount chains. The minority on Wall Street who were even aware of the company's existence tended to airily dismiss it as “a couturier to the hillbillies.” The assessment was accurate as far as it went, but grievously underestimated Walton's ambition and abilities, and the latent power of the Ozarks-centric business model that he was busily devising through trial and error.

The Ozarks, which consist of 50,000 square miles of elevated plateaus and mountains, comprise the only extensive area of rugged topography between the Appalachians and the Rockies. Encompassing all of southern Missouri and northern Arkansas and bits of Oklahoma and Illinois, the Ozarks are roughly the size of Florida. Despite impressive percentage gains over the last three decades, the region's population today is only about 800,000, or one-twentieth of the Sunshine State's— and fully 150,000 of its inhabitants are concentrated in its largest city, Springfield, Missouri. And the Ozarks remain what they have been ever since the dispossession of the Indian: one of the whitest, least ethnically diverse parts of America. As late as 1930, the total black population of the Arkansas Ozarks amounted to fewer than 1,000; more than half of its fifteen counties lacked a single black inhabitant. In Benton County, home to Bentonville, blacks have accounted for less than 1 percent of the population since the Civil War.

For a century or more, the Ozarks were a textbook example of what historians call a “semi-arrested frontier.” The area was settled in the 1800s by successive waves of descendants of the English and Scots-Irish Protestants who colonized Virginia and the Carolinas. Few hill-country farmers could afford to own slaves, and the Ozarks' thin soil and clannish social order hardly tempted free blacks after Emancipation. Like most of the South's rural interior, the region was barely touched by the great Catholic and Jewish migration from Southern and Eastern Europe of the late nineteenth and early twentieth centuries. Insulated from the complex, fast-moving central currents of the evolving American experience, the Ozarks become a backwater characterized by poverty, ignorance, intolerance, superstition—and fierce individuality. “The typical Ozarks hillman … is almost insanely jealous of his independence and his personal liberty, and will fight to the death in defense of whatever he happens to regard as his rights,” the famed Ozarks folklorist Vance Randolph observed in a 1931 book.

For generations, the popular image of the Ozarks veered between two extremes. Periodically, it was romanticized as an unspoiled rural redoubt of a vanishing “wholly American” lifestyle. Muralist Thomas Hart Benton (a grandnephew of the U.S. Senator after whom Ben-tonville and Benton County were named) dubbed the area “America's Yesterday” in a travel magazine article he wrote in 1934. More often, though, the Ozarks were mocked as America's Dogpatch, a “place where hounds amble along dirt roads, chickens pick for bugs in the yard, and well-to-do families flaunt Sears washing machines on their front porches.”3 The 1930s comic strip “L'il Abner” (set in the fictional Dogpatch) and the hit 1960s television sitcom The Beverly Hillbillies poked gentle fun, but the Ozarks were the butt of much nasty commentary, as well. The mere fact that Sam Walton was a native Ozarker meant everything in a region where outsiders were automatically viewed with suspicion, especially “city fellers.” Walton's backwoods brethren collectively may have ranked far below average in every national measure of affluence and accomplishment, but the society of the hill country was as exclusive in its way as that of any of America's elite urban enclaves. In the Ozarks, as in medieval Europe, native status was conferred strictly by birthright. A man of Walton's generation could live his entire life in the hills and still be considered a “furriner” by the natives if his father or grandfather was not Ozark-born.

Descended from family with patrilineal roots in the region dating back to 1838, Sam Walton was a true hill-country aristocrat who knew the landscape of the Ozarks intimately. He studied its intricately variegated topography from the air, as a pilot who spent more than two decades scouting new store locations in a little twin-engine plane with his younger brother and fellow pilot, James “Bud” Walton. “I'd get down low, turn my plane up on its side, and fly right over a town,” Sam recalled. “Once we had a spot picked out, we'd land, go find out who owned the property, and try to negotiate the deal right then.”4 On his own, Sam logged countless additional air miles keeping tabs on the stores he had planted like so many plasterboard saplings throughout the Ozark hills, often visiting four or five in a day—and surviving many a harrowing landing on backwoods runways. He put in so many miles that on night flights home he could identify the towns in the darkness below by the pattern of their twinkling lights.

Walton perused the Ozarks no less intently on foot, tramping many of its hills and valleys in a relentless lifelong quest for quail. (“He hunted,” one of Walton's three sons once remarked, “like Sherman marched through Georgia.”5) During hunting season, Walton liked to knock off work by three or four o'clock in the afternoon, load his bird dogs into his pickup truck or his two-seat plane, and go off in search of a new patch of backcountry to hunt. Walton was always careful to ask the landowner's permission—often sealing the deal by giving him a box of chocolate-covered cherries—not only because it was the proper, neighborly thing to do, but because it helped drum up business down at the store. “When these farm folks would come to town to shop, they'd naturally do business with that fellow who hunted their land and gave them candy,” Walton recalled in the early 1990s. “I still meet folks today who tell me their father recalls me coming out to hunt their land in those days.”6

Securing scores of long-term property leases throughout the Ozarks was an achievement in its own right, for transacting business in the hill country was difficult, even for a native like Walton. “It is almost impossible for an old-time Ozarker to enter into the simplest business agreement without a long series of debates and hypothetical questions and false starts,” Randolph wrote. “Try to buy something from one of them, and it is only with the greatest difficulty that you can get him to put a definite price on it; accept his offer at once and he is terribly ‘sot back,’ sure that he could have easily obtained at least twice the amount mentioned, and feeling somehow insulted besides!”7

Like many native Ozarkers, Walton was sensitive to the slights of outsiders. “Most media folks—and some Wall Street types, too—either thought we were just a bunch of bumpkins selling stocks off the back of a truck, or that we were some kind of fast-buck artists or stock scam-mers,” he complained in his autobiography. For the most part, though, Walton hid his feelings behind a shrug and a smile and did what he could to exploit to his commercial advantage the tendency of city folks to underestimate him and his company. Throughout Wal-Mart's fledgling years, he traveled the country, charming better-established retailers into surrendering their secrets. “He came to my office in New York City and told me he was a country boy from Bentonville, Arkansas,” recalled Herbert Fisher, a pioneering discounter. “He asked if I could be of help to him and then he proceeded to write down every idea I presented.”8

Walton's rube routine took burlesque form in a story known within Wal-Mart as the “Chicken Report.” It was based on a presentation that a Wal-Mart executive named Ron Loveless made, with Walton's encouragement, to an unsuspecting audience of Wall Street analysts during the company's annual meeting. “People often ask us how we predict market demand for discount merchandise,” Loveless began. “You've heard a lot of numbers today, but there is more to it than that. We raise a good many chickens in Northwest Arkansas and we've come to depend on them for what we call the Loveless Economic Indicator Report. You see, when times are good, you find plenty of dead chickens by the side of the road, ones that have fallen off the truck. But when times are getting lean, people stop and pick up the dead chickens and take 'em home for supper. So in addition to traditional methods, we try to correlate our advance stock orders with the number of dead chickens by the side of the road.”

As recounted by Bethany Moreton in her essay “It Came from Bentonville,” Loveless then displayed an elaborate series of charts and graphs with Monty Pythonesque aplomb. He explained away one anomalous spike in a trend line as the result of a head-on collision between two chicken trucks near Koziusko, Mississippi, and kept a straight face while showing slides of uniformed “Chicken Patrol” officers inspecting a bird carcass on a two-lane country road. Nobody laughed, a delighted Loveless told Moreton: “The audience sat there nodding and frowning and writing it all down!”9

In his maddeningly impersonal autobiography, Made in America, Walton had little to say about his forebears other than his parents. What information can be gleaned from census records and other public documents about the first two generations of Waltons to inhabit the Ozarks mostly serves to underscore their ordinariness and their grit. The Waltons were industrious folk who pretty quickly cleaned the dirt from under their fingernails and moved off the farm to do business in town as postmasters, storekeepers, and bankers. Until Sam came along, though, the family produced no truly standout citizens—no mayors, military officers, judges, physicians, or business tycoons.

Sam was named after his paternal grandfather, Samuel W. Walton, who was born in 1848 in Lamine, a small but prosperous Missouri farm community at the northern edge of the Ozarks. Samuel, a farmer's son, prefigured the family's grand destiny in a modest way, opening a little general store in Lamine in 1869. Eleven years later, Samuel's life took a tragic turn when his wife died at age thirty-two giving birth to their seventh child. Samuel closed his store, packed up his children and his belongings, and headed south into the sparsely settled highland interior of the Ozarks. In Webster County, the enterprising Walton created the nucleus of a new town known today as Diggins. Here, deep in the backwoods of the Ozarks, Walton opened his second general store, served as the local postmaster, and also built a thriving lumber wholesaling business.10

In Diggins, Walton remarried and fathered three more children. The youngest, Thomas Gibson Walton, would grow up to father America's richest man. However, there was nothing fortuitous about his start. In 1894, forty-eight-year-old Samuel and his young wife died within months of each other, apparently perishing in a flu epidemic. Thomas, who was just two years old, was sent to live with his grandmother in the little Ozarks burg of El Dorado Springs. Years later, he moved to Kingfisher, Oklahoma, where his two older brothers had grown up under the care of one of their Walton uncles. In Kingfisher in 1917, Tom Walton married Nannia Lee Lawrence, the daughter of a well-off farmer. With his father-in-law's help, Tom bought a piece of property and started farming himself.

It was on the farm that Nan gave birth to Samuel Moore Walton on March 29, 1918. “Sammy,” as he was known throughout his boyhood, had not yet turned four when his mother gave birth to another boy, James L. Walton, better known as “Bud.” Although Sammy and Bud were born in Oklahoma, they were Oklahomans in name only. To their Walton relatives back in Missouri, they were Ozarkers born in temporary exile, it being a peculiarity of Ozark culture that “the children of native parents are native, no matter where they are born.”11

Standing just five feet five, Tom Walton was a wiry, hard-bitten, handsome bantam rooster of a man who worked hard but fancied himself a wheeler-dealer. “[He] loved to trade, loved to make a deal for just about anything: horses, mules, cattle, houses, farms, cars. Anything,” Sam would later recall. “Once he traded our farm in Kingfisher for another one, near Omega, Oklahoma. Another time he traded his wristwatch for a hog… . He was the best negotiator I ever ran into.”12 Even so, Tom's attempts at clever dealing never added up to more than a lower-middle-class living for himself and his family. “Dad never had the kind of ambition or confidence to build much of a business on his own, and he didn't believe in taking on debt,” Sam wrote in Made in America.

The elder Walton succeeded nonetheless in instilling a ferocious work ethic in Sam and Bud. “The secret is work, work, work,” Tom once proudly told a journalist. “I taught the boys how to do it.”13 He also imparted to his sons a frugality that verged on the pathological. As one of Tom's longtime acquaintances put it: “He could squeeze a Lincoln until the president cried. I'll bet he had the first 95 cents of the first dollar he ever made.”14

In 1923, Tom and Nan Walton sold almost everything they owned and headed back to the Ozarks with their two young sons. Officially, the Waltons left because they wanted to assure that their young sons would start school in Springfield, Missouri, a much larger and more educationally advanced place than Kingfisher. Nan, who had dropped out of college to marry, laid great emphasis on education as a vehicle of advancement for her sons. In Sam's own estimation, his outsize ambition was mainly his mother's doing. “Our mother was extremely ambitious for her kids …” he recalled. “She just ordained from the beginning that I would go to college and make something of myself.”15

Tom jumped at the chance to go to work for the bank that William E. Walton, his father's oldest brother, had founded in the 1880s in Butler, a little town along the western edge of the Ozarks. William, who'd married but never had children, groomed one of Tom's half brothers, Jesse B. Walton, to succeed him as president of Walton Trust Company and its affiliate, the Walton Mortgage Company. Jesse hired Tom to open a loan office in Springfield, which was home to various and sundry Waltons. As an adult, Sam's earliest memories would be of Springfield, which is where he not only started school but also moved decisively into the Walton family orbit.

The Waltons hadn't lived in Springfield more than a few years before Tom was transferred to Marshall, a town of 5,000 a bit north of the original Walton family homestead in Lamine. The family continued to move about central Missouri until 1933, when they landed in Columbia, a bustling college town of 30,000 in the Ozark foothills. Nan insisted on the move, arguing that the Columbia address would help her boys gain admission to the University of Missouri.

Throughout the 1930s, Tom Walton was often on the road, looking to collect on delinquent mortgages from farm families, foreclosing if need be. Sam occasionally accompanied his father, witnessing at close range the deep misery of dispossession that the Great Depression inflicted on rural Missouri. For their part, the Waltons owned no property to lose; they, too, struggled to make ends meet. “We never thought of ourselves as poor, although we certainly didn't have much of what you'd call disposable income lying around, and we did what we could to raise a dollar here and there,” Sam recalled. From the age of seven, Sam helped out by selling magazine subscriptions, delivering newspapers, and raising pigeons and rabbits for sale. The Walton household was not a happy one, and money worries were only partly to blame. “The simple truth is that Mother and Dad were two of the most quarrelsome people who ever lived together,” Sam recalled in his autobiography.

All through his school years, Sammy Walton was the all-American boy in overdrive. Quiet, handsome, and well-mannered, he was, in fact, a bit of a momma's boy. He cringed at cusswords, slicked his hair unfashionably straight back, and wore sweaters and corduroy pants to elementary schools where most boys wore overalls. But Walton also was an amiable, even-tempered youth who excelled at sports and was effortlessly popular. “People just sort of flickered toward him even when he was young,” his Shelbina classmate Everett Orr remembered. “How such a shy guy could become a leader, I just can't understand.”16 At thirteen, Walton became the youngest Eagle Scout in the history of Missouri and validated the honor by diving into a fast-moving river to rescue a drowning classmate. In high school, he was president of his senior class and twice led his team to state championships in football as an undersized (five-foot-nine) but fearless quarterback. “It never occurred to me that I might lose,” recalled Walton, who, in fact, never played on the losing side of a football game in his life. “To me, it was almost as if I had a right to win.”17

In 1937, Walton enrolled at the University of Missouri, majoring in economics. His sports career was over, but he made himself into a big man on the Mizzou campus just the same, shedding the last remnants of his boyhood reserve in what amounted to a continuous—and successful—campaign for president of the senior class. “I learned early on that one of the secrets to campus leadership was the simplest thing of all: speak to people coming down the sidewalk before they speak to you …”Walton recalled. “Before long, I probably knew more students than anybody in the university.”18 While waiting on tables, lifeguarding, and working other part-time jobs, Walton joined scores of campus organizations and held a leadership position in most of them, including the Reserve Officer Training Corps. In 1940, the year he graduated with a degree in business, the newspaper of his fraternity teasingly profiled him as “Hustler Walton,” noting that he was “one of those rare people who knows every janitor by name.”

As an undergrad, Walton had dreamed of going on to the Whar-ton School of Finance at the University of Pennsylvania, but in the end did not even apply, lacking both the money and the desire to prove himself all over again at an elite Eastern grad school. Although he'd hustled good grades all the way through school, he was neither intellectually inclined nor academically curious. A born salesman and proud of it, Walton started work as a J. C. Penney management trainee in a store in Des Moines, Iowa, just three days after receiving his diploma. James Cash Penney himself visited the store one day and instructed the future mogul in the proper technique of wrapping a package with a minimum of paper and twine. “I loved retail from the very beginning,” Walton recalled.19

Like many a lifelong love affair, this one was interrupted by war. As a Reserve Officer Training Corps graduate, Walton fully expected to be in the
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