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[bookmark: _Toc14494]Executive Summary
This report takes Chinese Costco as the research object, analyzes the industrial competitive environment faced by Costco by using Porter's Five Forces model, as well as analyzes and evaluates Costco's macro environment, internal advantages and disadvantages, external opportunities and threats by using PEST and SWOT. In this way, the problems encountered by Costco after its entry into the Chinese market are comprehensively analyzed. Finally, this report puts forward Costco's feasible competitive strategies in the Chinese market
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[bookmark: _Toc31437]1 Introduction
According to Costco’s 2022 Annual Report, in Seattle, Washington, Costco Wholesale Corporation and its affiliates—also known as the Company or Costco—started operations in 1983. It is the world's first warehouse supermarket open only to members. During the dates of August 28, 2022, August 29, 2021, and August 30, 2020, respectively, Costco operated 838, 815, and 795 warehouses globally.It serves about 118,900,000 members all around world.(Costco,2022) 
The first Costco location on the Chinese mainland opened in Shanghai on August 27, 2019. Costco is a non-profit membership program created to offer its users one-stop shopping convenience. The yearly cost of the Shanghai Costco membership card is 299 Yuan, and all members can return products without any reason and indefinitely after purchasing products, except for electronic products that have a return and exchange period. The Shanghai Costco store has done well since it first opened. In just a few days, it gathered 160,000 members. Due to the enormous number of visitors on the first day, it had to close after 5 hours of operation. Costco China follows the American model in operation, selects brand products, large packaging, controls the category at about 3,800, and controls the gross profit rate of the product within 14%.(Wang&Ren, 2020) The product category is the preferred category for Chinese users in terms of localization strategy. There are not many measures linked to localization, except than establishing an online store on Tmall. The customer group is still locked in the middle class, and generally speaking, the current operating situation 
1

is good.
The ability of Costco to operate as the top wholesale retailer worldwide is examined in this paper. The survival of the wholesale shop sector depends on precise supply chain management, good customer satisfaction and retention rates, and high inventory turnover. The fact that Costco is more well-known than its competitors and that suppliers are prepared to abide by the wholesaler's stringent quality control indicators and pricing requirements means that Costco has the best market penetration and the capacity to negotiate prices with suppliers. The goal of Costco's business strategy is to provide a broad selection of low-cost, high-quality goods. Along with competitive pay, Costco also maintains a welcoming return policy.The wholesale warehouse industry has a short history, but in that time, Costco has transformed the retail landscape in the United States and around the world. Although Costco has been surprisingly successful in attracting a large number of middle-class consumers in recent years, it can only maintain its dominance if it can capitalize on overseas expansion opportunities and adapt to compete with online retailers as well as unforeseen threats such as pandemics.
Customers who are more interested in the value a company generates always receive greater attention from businesses. By differentiating the products of ferings not only solely on pricing but also through styling, packaging, promotional appeal, distribution techniques, and outstanding service, they will be able to escape harsh competition.(Karunakaran, 2008, 38-51.) This report hopes to explore what strategies Costco should adopt in the future to attract and serve customers by analyzing the problems it faces in the development of the Chinese market, so as to help Costco gain a firm foothold in the Chinese market.
[bookmark: _Toc9256]2 Analysis on Costco  
[bookmark: _Toc13452]2.1 Macro environment analysis based on PEST 
General entrepreneurs always think that the macro environment has little to do with the development of enterprises, but in fact, the macro environment is closely related to the growth and development of each enterprise, and even more closely related to the strategic formulation of each enterprise. (Babatunde and Adebisi, 2012)
1.Political
After the 19th National Congress, China rolled out a series of policies and regulations to help brick-and-mortar retailers transform. China hopes to more cut back the operational prices of tiny and medium-sized enterprises by substitution business tax with VAT and cutting taxes and charges, in order that brick-and-mortar retail enterprises will gain extra space for growth.
2. Economic
From the perspective of the global economic situation, the global economy and trade will probably continue to grow at a low rate. There are many uncertainties in the Sino-US trade war, but it may ease slightly. From the perspective of China's economy, China's economy has maintained a steady momentum of growth since 2019, with steady but rising growth. With stable economic development, residents' income and consumption increase simultaneously, it can be seen that the internal demand of consumers is constantly activated. The continuous development of economy provides a solid foundation for the continuous growth of enterprises. (Arendse , 2022)
3.Social
No matter now or in the future, consumers are always the heart of the real economy's upturn. With the continuous improvement of people's income, people's consumption ability and willingness will continue to strengthen. At present, the development of China's retail industry has entered a critical period of innovation and reform, with continuous enhancement of consumption power and continuous improvement of residents' consumption level. Young people are still the most powerful group of middle-income groups in consumption power. (Calafell, Banqué and Viciana, 2019) They also are the most important thrust of new models of the industry. Driven by the continual emergence of latest shopper teams, the popularity of the new retail development underneath the background of the net can bring updated market to retail enterprises. The improvement of urbanization level means that more and more rural population will become urban population, and the consumption level and demand will also change accordingly.
4.Technological
Artificial intelligence, web of Things, increased reality (AR) and computer game (VR) technology, 5G communication technology, map technology, indoor and outside positioning technology, blockchain associated different new technologies square measure taking part in an progressively necessary role within the transformation and upgrading of the retail trade.There were 1.02 billion internet users in China in January 2022. China’s internet penetration rate stood at 70.9 percent of the total population at the start of 2022. Kepios analysis indicates that internet users in China increased by 35.9 million (+3.6 percent) between 2021 and 2022. (Kemp, 2022)
[bookmark: _Toc2422]2.2 Market industry competition analysis based on Porter's Five Forces model
A common strategic analysis tool to use Porter's Five Forces model to analyze the fierce competition between industries. It is also the most normal practice. Businesses can build an appropriate development strategy for their own enterprises by thoroughly understanding their own industry environment and their own market position in this industry via the examination of the five forces that affect enterprises. (Bruijl and Gerard ,2018).Porter's Five Forces model is used to analyze the competition in the industry in which Costco is located, so as to find the opportunities and threats faced by Costco.
1. The entry risk of potential competitors
Potential entrants square measure corporations that wish to enter or square measure possible to enter the business. Within the context of ancient retail business, potential entrants have low barriers to enter the retail business, which may simply threaten and influence the enterprises during this business. Indeed, it's exactly the extent of business entry barriers and also the threat of recent enterprises to existing enterprises once coming into the business that confirm the threat degree of potential entrants.(Zhou, 2022)
The development of mass-operated membership warehouse supermarkets within the Chinese market isn't short, however up to currently, there aren't any enterprises with a similar business model as Costco within the domestic market. Walmart's Sam's Club, another leader in mass-market members-only warehouses, makes a coffee worth distinction from its customers, however Costco does not create a distinction the least bit. There also are some variations in business strategy between the two.
In fact, the present business model of Costco has been absolutely equipped with an explicit level of business barriers, that makes it troublesome and risky for potential customers to enter. Therefore, from the attitude of the full Chinese market nowadays, few brands can do the dimensions of Costco.
2. Bargaining power of buyers
The negotiation power of consumers will initial be analyzed from the distinction degree of the chosen merchandise. In today's retail trade in China, there area unit numerous offer and buy channels, however the distinction between merchandise isn't huge. Customers should purchase favorite things in keeping with their preferences through the channels they like. Then, from the attitude of customers' sensitivity to product worth, customers attach nice importance to the value of merchandise within the retail trade. Particularly in China, a giant producing country, merchants area unit intended to contend on worth. With the event of science and technology, customers will inquire numerous data regarding retail merchandise like worth and merchandise data in numerous ways that, for instance, they will search on-line by taking photos and compare costs on multiple platforms. Costco has long been famed for its thought of "low worth and high quality", and its main target shopper cluster is that the bourgeoisie. The center category shopper is outlined by worth for cash -- not worth, however quality (Liu and Niemi, 2021). The membership system of Costco determines that customers should initial become members if they require paying cash in Costco. Therefore, they will solely pay cash in Costco for a protracted time later on, and their negotiation power is low. Finally, from the attitude of retail trade, the present trade is targeted on the expertise of customers, and customers can have additional and additional initiative and talent to barter costs. The shop which may bring higher expertise to customers are going to be favored by customers, like smart service perspective, bright decoration vogue so on.
3. Bargaining power of suppliers
One of the foremost vital aspects of success as a retail business is to decide on sensible suppliers. Additionally to the necessity to possess sensible service to travel with it. Costco is actually a large-scale centralized product offer platform. Another vital consider its operation is that the got to manage the link with suppliers. On the one hand, the link between suppliers and retail enterprises is contradictory, as a result of their square measure dialogue conflicts of interest between them. On the opposite hand, either side ought to maintain the friendly relations of mutual profit and long development. At present, there square measure four factors within the market which will confirm the value of the provider: the dimensions of the supplier whole, the degree of differentiation of the product provided by the provider, the quantity of obtainable suppliers and therefore the purchase scale. Every kind of well-known brands, as well as luxury brands and costly wine brands, have bigger dialogue power within the face of Costco (Johnson, 2021). However those with weak whole presence and no distinctive whole suppliers have very little dialogue power. The sole manner they will get into Costco's chosen product is by keeping costs down. As an outsized retail enterprise, Costco controls the amount of product within the whole store at concerning 3800 items, however it'll understand large-scale getting. Once a provider is granted access to Costco's offer system, it'll have access to any or all Costco markets worldwide. 
4. The threat of substitution
Usually substitutes are those that have the same or similar functionality as the enterprise products. Substitutes set a price ceiling for a product or service, thereby limiting the potential level of profit in the industry. Enterprises with competitive substitutes will have a great impact on each other's profits, threaten each other, and have a great deal of pressure. It's not just the retail industry that is threatened by alternatives to each other, it's the market, there are all kinds of alternatives.(Zheng, 2020).Therefore, Costco should analyze the threat degree of substitutes in the industry to better maintain its leading position in the industry. From the perspective of Costco, its alternatives include supermarkets such as Tmall stores and 711 convenience stores. Because Costco itself is a large volume supermarket, all the relevant supermarkets of various sizes in the market can be its substitutes. Small supermarkets are often conveniently close to consumers. It usually sells some cheap and practical small products which are loved by consumers. They sell many types of products in smaller stores. When consumers need some materials in daily life, but it is not convenient or they do not have time to go to large stores, they are willing to go to this general type of supermarket. At the same time, they also provide a variety of services to make customers' lives easier. As a result, small supermarkets also attract a lot of consumers. At present, online shopping is also a popular way of shopping among consumers. Entities have opened online channels to deliver goods to consumers. This helps consumers avoid the trouble of physical supermarkets being out of stock, waiting in line when there are too many people and finding parking Spaces. Consumers are free to shop regardless of location or time, and get more affordable discounts.
5. Competition from existing enterprises
Competitors of existing enterprises consult with the enterprises competitive for provider resources with their own enterprises within the same trade. Costco is positioned as an oversized volume warehouse member grocery. In China, there area unit WalMart Sam's, Carrefour, RT-Mart, Metro, Century Lianhua, German ALDI, Hema then on. therefore Costco currently features a heap of competitors. particularly, the rising retail firms within the last 3 years can exert nice pressure on Costco. (Yuan, 2022)

[bookmark: _Toc13869]2.3 The SWOT Analysis
The primary internal strengths, weaknesses, exterior opportunities, and threats that are directly associated to the study object are identified using a SWOT analysis, which is a situation analysis under an internal and external competitive environment. Finally, a number of corresponding findings are formed after thorough examination. Using this approach, we can carry out a thorough, organized, and accurate analysis of the state of Costco and design development strategies, plans, and countermeasures in response to the findings. (GURL, 2017)
S（Strengths）
1. The goods are large packages, large portions, but the price is not very high, with a high cost ratio. 
2. The goods are bought in bulk, can be low cost. 
3. The products sold in the store are mainly the best-selling products, and the variety of products sold in the store makes it convenient for customers to buy.
4. Have the most cutting-edge food processing equipment and facilities to boost the perception of cleanliness and hygienic conditions.
5. The warehouse is used as a display case, which saves cost.
6. Do not to do promotional posters, in-store promotions, etc., which can save advertising costs and staff costs.
7. Only one or two of the same type of products are carefully selected, which will increase the room for negotiation with suppliers.
8. The store sells some non-competitive products that are not sold in other industries, so there is no pressure to compete for products.
9. Imported goods are imported directly, and Costco is the importer, not through other suppliers, so that it can eliminate the difference in price and reduce the cost. 10.
10. After-sales service is perfect, and Costco support the return and exchange of goods, so it has a big advantage in the market.

W（Weaknesses）
1. The tariff may affect the price of imports. 
2. The membership system will lose non-members' customers. 
3. The package size is too large for small family members to accept. 
4. Political factors may indirectly discourage consumers from purchasing U.S. goods. 
5. Even though the price of the product is low, the unit price increases when it is converted to a larger package.
6. When imported appliances fail, some parts are not available, which makes maintenance difficult.
7. Due to the large amount of fresh food packaging, the amount of waste is relatively higher when it is not sold.
8.The small variety of goods, members are limited to choose, some members have less opportunities to buy.
9.Some of the products on display are too large (home appliances, health equipment, etc.) and take up most of the display space.

O（Opportunities）
1. Merge with other companies to form a business area to increase the ability to gather customers
2. Good image, good benefits, and the opportunity to attract more talents and members from the industry
3. Future development will have more population moving in and increase the customer source opportunity
4.The bus station is located nearby, which will drive and increase the number of people coming to Costco for shopping.
5.Increase the visibility and employment opportunities for young people. Usually, when the number of stores or products in a shopping district is small, it is not possible to increase the number of customers gathering, but once the number of stores increases or the way products are sold changes or becomes more attractive, the number of customers gathering will increase and even spread, creating a place where customers are used to gathering.
6. Increase awareness through advertising and customer centered services.

T（Threats）
1. Many residents are used to old supermarkets, and it is not easy to change their minds in a short period of time. They must spend time observing consumers' habits.
2. Competitors launch more low-priced products of their own brands to compete.
3. Costco's good policies are easy to be imitated by the industry, and will lose its differentiated competitive advantage.
4. Threat when competing stores have large gift items (such as furniture, cars, etc.).
5. When going into different competing stores for anniversaries and other events, this poses a huge threat to Costco because it has never done advertising and events.
6. Fresh food, if there is a traditional market nearby, this is also a huge threat, after all, many people still like to go to the vegetable market to buy things.
7. Although Costco has joined forces with other nearby retailers to form its own shopping district, it will also have certain products and customers with competitive influence.
[bookmark: _Toc13465]3 Conclusion
Costco has been implementing a cost-focused strategy. (McMann, 2019) Through the extreme application of such a single strategy, Costco has realized the growth against the trend. However, when Costco entered the Chinese market, its accumulated competitive advantages were shrinking. Through research and analysis, this paper believes that the important reason are the external environment faced by the enterprise has undergone major changes and important technological innovation. In this case, Costco needs to work out its own portfolio strategy and firmly implement it, which will enable the company to gain advantages in the fierce industry competition.
[bookmark: _Toc22225]4 Recommendations
[bookmark: _Toc22049]4.1 Adopt differentiation strategy to improve customer experience and maintain renewal rate
In the Chinese market, Costco can choose the in-depth differentiation strategy to improve the user experience. Through continuous optimization, Costco's extremely differentiated service experience can be delivered to every Costco member customer, so as to continuously improve the membership renewal rate of regular customers. (Chuang, 2014) The key to Costco's ability to keep its competitive edge in the future comes not only in the differentiation of its chosen products but also in the service it offers consumers that is unique from that of other platforms.
1. Category selection policy differentiation
To set itself apart from rivals, Costco should keep implementing its category selection strategy in China. To cater to specific Chinese consumers' specialized needs, Costco can concentrate on a few high-quality local suppliers in China. Focus on consumer demand rather than pursuing a broad range of products mindlessly.
2.Differentiated return policies
Different from alternative retail enterprises, Costco ought to still implement the policy of come back and exchange while not distinction and while not reason on the premise of fine internal control management As long because the customer's identity card includes a record of the acquisition of the item, the client will come back the item. Believe that such a come back and exchange policy within the Chinese market few physical retail stores will do.(Chen, 2021).
3.Differentiation of life services
Costco stores in China should provide life services that are in line with China's national conditions and characteristics, such as tire repair, hair care, rental hotel booking, airport high-speed railway VIP room and other services. Through the continuous extension and refinement of life service items, let customers feel the value of membership card, so as to improve the renewal rate of old members.
4. Differentiation of employee benefits
In order to give Costco customers the ultimate service experience, every employee of Costco should first feel what the ultimate service experience of Costco is. For Costco, every employee is their customer. Therefore, Costco should maintain high employee benefits, provide a much higher current level than the industry, provide supporting pension insurance and annual leave plan, and provide corresponding stock option awards after one year of employment.
5. Differentiation of drainage goods
In addition to the global "hot dog + soda" package, Costco also launched local packages similar to "bean curd + churros", so that local members can feel the delicacy of Costco's service and the difference between it and other retail companies.
6.Differentiation of service object positioning
Costco should position its service objects in China as the middle class and focus on this target user group. They are usually not willing to spend too much time and cost on product selection, but they have high requirements on the quality of goods, and they often hope to solve all problems through shopping. This kind of customers are usually not sensitive to price (McDaniel and Anthony, 2012). For this kind of customers, Costco needs to provide targeted package services and complete door-to-door delivery.
Under the new business model, it is crucial to create Costco's own ecological system and forge a warm and personal connection with customers in order to enhance their user experience.

[bookmark: _Toc10997]4.2 Optimize the supply chain in China market to raise the competitive barrier as soon as possible
Only with the ability to timely and comprehensively upgrade the product supply chain can Costco complete its current operation model, striving to reduce the supply cost to consumers at a lower price. In order to be more competitive in the market.
The supply chain system in China should be improved as soon as possible in order to maintain the Costco model. The supply chain plays the most critical role in supporting Costco's strategic closure, Costco should accelerate the construction of China's supply chain from the following angles, not just rely on overseas suppliers, to quickly integrate into the Chinese environment, and more suppliers to reach cooperation, especially in the field of fresh produce. Such cooperation can not only continuously reduce the operating costs of enterprises, but on the other hand, it can empower the suppliers in reverse and bind them with deep integration. (Huo and Rui, 2021)
1.Appropriately reduce the variety of goods to bring scale procurement, deep binding suppliers
The supply chain should cooperate with suppliers to develop corresponding data analysis and information sharing system, cooperate directly with suppliers, increase the scale of OEM, optimize the resources in all aspects, and form strategic alliance. At the same time, it should continue to adopt the strategy of very low commodity variety, strictly select commodities, and use big data analysis to select the explosive commodities in each category.
2.Multi-angle consideration to control suppliers
Strict selection of suppliers, in the supplier selection perspective should be considered from the professional assessment, design, quality monitoring, logistics assistance and other aspects of a comprehensive consideration, the use of economies of scale to continuously expand the number of high-quality suppliers.
3.Provide financial services for suppliers to achieve mutual benefit and win-win situation
Take advantage of our own capital to provide supply chain finance and financing services for small and medium-sized suppliers with high quality and good credit, and provide related supporting services to empower small and medium-sized enterprises. Take the spirit of the ultimate consumer experience for customer service to apply to the service of suppliers, in the process of helping suppliers to become bigger and stronger, Costco can also share the development dividends of suppliers.

[bookmark: _Toc26143]4.3 Reduce operating costs and quickly achieve scale
Low cost is the core of the whole business model of Costco. Continuous optimization and control to reduce cost is the strategic requirement that Costco must adhere to (Courtemanche and Carden, 2014). Costco can choose the following four ways to control costs:
1.Stores continue to choose to build their own stores, the location strategy is more refined
Unlike most retailers, Costco bought land to build its own stores in China. Although the initial investment of this strategy is huge, but for the later operation and cost control to leave a huge space. Currently, Costco has two stores in China. As we all know, the longer it takes for a new store to open, the time and capital cost of its decoration will be high. Costco should continue to shorten the construction cycle. Controlling these two factors can greatly minimize the cost of a single store. At the same time, Costco's location strategy should continue to focus on the outer suburbs, although such locations often lack convenient transportation and have to drive without subway (Jones, Evans and Smith, 1994). However, the cost of land acquisition is low and there is a huge room for increase in the later stage. Usually, the popularity of Costco will drive the whole surrounding area, and there is no need to worry about the rise of property costs.
2.The warehouse and the store are integrated into one, and the goods are put on the shelf directly without being dismantled
Costco's Chinese stores should continue to be decorated in the same simple style, and continue to choose the integration of warehouse stores. This simple measure will not only save staff the cost of stocking the shelves, but also increase the amount of goods that consumers buy when they choose. (Fei, Zhang and Zhang, 2022)
3.Do not use advertising for marketing
Costco has always been a self-traffic-driven brand and has never carried out advertising marketing, but it has always had a large exposure on social media platforms.
4. Improve inventory turnover and gradually establish its own logistics center
In China, Costco will face strong merchants with self-run logistics system like Jingdong, and the gradual establishment of its own logistics center library will be the core link to break the strategic situation. This cost may be high up front, but can be expected in the future (Hardaker and Zhang, 2021). Costco's daily inventory turnover is about a third less than that of Walmart and Amazon, which will also be key to its low-cost operations in the future.
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