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WALMART’S SUSTAINABILITY STRATEGY. (C):
INVENTORY MANAGEMENT IN THE
SEAFOOD SUPPLY CHAIN

In 2007, Walmart was sourcing approximately $750 million in seafood annually. Although
output from the world’s fisheries had declined to 3 percent of production levels in the year
1900,' the company’s volume of seafood business was growing at roughly 25 percent per year.
Against this backdrop, Peter Redmond, vice president for seafood and deli, believed that
continuity of supply was the single greatest long-term issue facing the seafood network.

To help address this challenge as part of the company’s recently-announced sustainability
strategy, Redmond and the other members of Walmart’s newly-formed seafood sustainable value
network had begun working with the Marine Stewardship Council (MSC). Walmart’s goal was
to get its suppliers to adopt the MSC’s certification program so that the company could transition
to selling 100 percent MSC certified wild-caught seafood by the end of 2011.

The MSC program, established by Unilever and the World Wildlife Fund (WWF) in 1997, set
forth a broad set of certification standards based on the United Nations' Code of Conduct for
Responsible Fishing. These standards were developed with input from fishermen, retailers,
government, NGOs, and other stakeholders. The MSC implemented its certification process
through independent, MSC-accredited certifying agencies that audited fishery and processor
compliance to ensure that products were managed sustainably from “boat to plate.”* See Exhibit
1 for an overview of the assessment and certification process. The direct cost of MSC
certification ranged from $50,000 to $500,000 and was paid for by boat operators and processing
plants:On.average, certification took one to two years to complete.

Lyn Denend prepared this case under the supervision of Professor Erica Plambeck as the basis for class discussion
rather than to illustrate either effective or ineffective handling of an administrative situation. It was originally
released in 2007 as part of Walmart’s Sustainability Strategy (OIT-71A). In 2010, when that case was updated, it
was removed from the A case and transformed into a standalone exercise. Note: All figures in the exercise are
hypothetical and represent directional, not actual data.

Copyright © 2010 by the Board of Trustees of the Leland Stanford Junior University. All rights reserved. To order
copies or request permission to reproduce materials, e-mail the Case Writing Office at: cwo@gsb.stanford.edu or
write: Case Writing Olffice, Stanford Graduate School of Business, 518 Memorial Way, Stanford University,
Stanford, CA 94305-5015. No part of this publication may be reproduced, stored in a retrieval system, used in a
spreadsheet, or transmitted in any form or by any means — electronic, mechanical, photocopying, recording, or
otherwise — without the permission of the Stanford Graduate School of Business.

This document is authorized for use only by Ching Yang at University of Wales Trinity Saint David until April 2014.
Copying or posting is an infringement of copyright. Permissions@hbsp.harvard.edu or 617.783.7860.



Walmart’s Sustainability Strategy (C) OIT-71C p. 2

To accomplish its goal of selling only certified wild-caught fish, Walmart would have to work
through its suppliers to increase the number of fisheries and processing plants in the MSC
certification program. Manish Kumar, CEO of the Fishin’® Company, Walmart’s majority
supplier of frozen fish fillets in the U.S., had embraced the program even though it added
significantly more complexity, time, and effort to his job without increasing near-term profits.
Kumar felt that his efforts were helping to secure and expand his business with Walmart in the
long term. The following profile of The Fishin’ Company’s salmon supply chain illustrates the
dynamic and complex nature of the seafood supply chain.

Wild pacific salmon typically were caught in the ocean (relatively near to the shore) as the fish
returned between May and September each year to spawn in the river habitats where they were
born. In Alaska, wild salmon stocks were managed by the North Pacific Fishery Management
Council established by the U.S. National Marine Fisheries Service under the Magnuson-Stevens
Fishery Conservation and Management Act. Under the fishery management plans developed by
this entity, commercial fishing of wild salmon was only allowed by operators with entry permits
and only within a limited season. The length of the season changed every year to ensure that a
sufficient number of each type of wild salmon returned to spawn. If the number of returning
salmon was unexpectedly high, commercial fishing activities were extended and the fishing
season remained open longer than anticipated.’ When'few salmon returned, the fishing season
closed early.

Commercial fishing boat operators in Alaska had an incentive to catch as many salmon possible,
as quickly as possible, while the season was open. The length of the season for different types of
salmon ranged from a week to a couple of months, depending on how the targets for returning
salmon were managed and met. As a result, wild salmon fishing in Alaska tended to be both
competitive and somewhat’ frenzied for the boat operators. The Fishin’ Company, buying
directly from these commercial boat operators, faced a highly volatile market in which prices
typically fluctuated by 30 percent within a season, and supply could be unexpectedly cut off by
an early close to the season. Kumar estimated that during a season, the average price of a pound
of wild pink or chum salmon (headed-and-gutted) might be approximately $1.00 per pound.

The Fishin’ Company froze and shipped the headed-and-gutted salmon to China. For a full
container (which held approximately 40,000 pounds), the shipping cost was approximately $0.15
per pound. In China, The Fishin’ Company contracted with a processing plant to thaw, fillet,
package, and re-freeze the fish (which then had to be labeled “twice frozen”) for approximately
$0.40per pound (fillet). Only 50 percent of the headed-and-gutted fish was usable for fillets, and
the remainder was discarded. To ship the fillets back to the U.S. cost $0.15 per pound.

A different alternative would be to process the fish in Alaska, but there were two primary
disadvantages to this approach. First, the average labor rate per processing employee per month
in Alaska was roughly $2,000 versus $200 in China. Second, The Fishin’ Company used the
same processor in China for many different types of fish, which came from different parts of the
world at different times throughout the year. If Kumar worked with an Alaskan processor just
for his Alaskan salmon, he could not guarantee when and how much processing capacity he
would need so would be required to pay a higher price. He also might face processing delays
during peak periods within the salmon fishing season that would potentially degrade fish quality.
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Once in the U.S., the fish was moved from the port to a frozen storage facility for $0.01 per
pound. The frozen storage facility charged a $0.01 per pound handling fee to move the fish into
the warehouse, and then a holding fee of $0.05 per pound per month. The Fishin® Company kept
large amounts of stock in frozen storage in order to supply Walmart on a just-in-time basis
throughout the year, without any interruptions. When it was time to move the fish to.a Walmart
distribution center (DC), The Fishin’ Company incurred another<$0.15 per pound ground
transportation fee. From this point forward, Walmart was responsible for moving the fish to its
SuperCenters at its own expense. Kumar monitored the inventory levels of his fish products in
the 35 Walmart DCs and 1,820 SuperCenters that he supplied, and.made shipments to the DCs in
time for Walmart to replenish its inventory in the SuperCenters and prevent stock-outs.

The Fishin” Company also supplied Walmart with farmed frozen salmon fillets from Chile. The
farmed salmon cost approximately $3.00 per pound (fillet) and was processed in plants adjacent
to the farms for another $.50 per pound. Transportation from southern Chile to the U.S. cost an
average of $0.20 per pound. Once the farmed salmon reached the U.S., the costs were the same
as listed above to get the fish from the port to the frozen storage facilities. Even though the
farmed salmon was available year-round, in any quantity, Kumar still purchased the fish in large
enough quantities to fill a shipping container to take advantage of significantly lower ocean
freight charges. Similarly, he brought the farmed salmon to his centralized frozen storage
facilities so that he could fill trucks with multiple types of fish destined for the same Walmart
DC (rather than transporting the farmed salmon directly from the port to the 35 Walmart DCs in
partial truckloads). Ground transportation costs for partially full trucks, scheduled at irregular
intervals, could be as much as two to three times higher than Kumar’s standard rate.

The Fishin’ Company sold 5 million pounds of the wild salmon and 10 million pounds of the
farmed salmon through Walmart’s U.S. SuperCenters in 2006. The Fishin’ Company’s wild
twice-frozen salmon fillets retailed for $4.50 per pound year-round and its farmed frozen salmon
fillets retailed for $6.00 per pound year-round. Kumar estimated that his pre-tax net profit
margins were less than $0.05 per pound on both products.

DiISCUSSION

How should Walmart rationalize its seafood supply chain to reduce costs and promote
sustainability?
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Exhibit 1

MSC Fisheries Assessment and Certification Process
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Source: Marine Stewardship Council, “Guidance to Potential or Actual Clients: The MSC Fishery Assessment &
Certification Process,” http://www.msc.org/assets/docs/fishery certification/Guidance to Clients V1.pdf

(December 18, 2006). Copyright © 2007 Marine Stewardship Council. All Rights Reserved. Reprinted by

permission of the Marine Stewardship Council.
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Endnotes

! According to Peter Redmond, Walmart’s seafood network captain.

? Erica Duecy, “Darden, Walmart Ride Seafood Sustainability Wave, Buoy Advocates,” Nation's Restaurant
News, February 13, 2006, p. 8.

3 “Environmental Assessment/Initial Regulatory Flexibility Analysis for the Total Allowable Catch Specifications
for the Year 2003, Alaska’s Groundfish Fisheries,” National Oceanic and Atmospheric Administration, National

Marine Fisheries Service, September 2002,
http://www.fakr.noaa.gov/sustainablefisheries/ea/tac2003/draftEAIRFA .pdf (January 10,2007), p. 18.
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