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I. Overview

Established over a century ago, Walgreens has since grown into a national corporation
with over 5,000 stores (Walgreens Corporation, 2006d). America's top selling drugstore, ahead
of competitors CVS and Rite Aid, Walgreens serves 4 million customers daily and fills 490
million prescriptions every year (Walgreens Corporation, 2006a). Priding itself on innovation
and technology, Walgreens was the first drug store chain to use child resistant prescription
containers and the first drugstore chain to use satellite technology to connect its pharmacy
systems (Walgreens Corporation, 2006b).

Walgreens first began in Chicago in 1901 when pharmacist Charles R. Walgreen
purchased a drugstore where he had once worked. A second store opened in 1909, and seven
years later nine stores were incorporated to form Walgreens Corporation. Walgreens Co.
became a public corporation in 1927, and by 1953 it was the country's leading self-service
retailer (Walgreens Corporation, 2006b). Walgreens now operates in 47 states and Puerto Rico.
The company has long been committed to customer convenience, and in doing so Walgreens
offers items and services beyond those of a typical drugstore. These services include drive-thru
pharmacies and one-hour photo services, and many stores are open 24 hours a day.

Walgreens has traditionally followed an organic growth strategy in order to expand.
More recently, however, it has grown through the acquisition of companies such as the northeast
chain Happy Harry's and Mermark, a specialty pharmacy (Walgreens Corporation, 2006a;
"Walgreen Co. reports...", 2006). The company's continual growth has resulted in consistently
increasing sales and earnings. In 2005 Walgreens had sales of $47.4 billion and the company

generated over $1.5 billion in earnings (Walgreens Corporation, 2006a).



I1. Strengths

As the nation’s leading drugstore in sales, earnings growth, same-store sales increases,
prescription drug market share, and prescription sales per store, and first on the list of Global
Most Admired Companies in the food and drugstore category, Walgreens' position as the market
leader is perhaps its greatest strength (Walgreens Corporation, 2006c; Carpenter, 2004). Its next
closest rival, CVS, trailed Walgreens in sales by nearly $7 billion annually and Walgreens
outsells number three Rite Aid by over $30 billion (Walgreens Corporation, 2006c). The
average Walgreens store fills about 256 prescriptions daily, compared to the average 100
prescriptions filled by independent pharmacies and the average 180 prescriptions filled by other
chain pharmacies (Merrick, 2006). A national presence, Walgreens has established itself as a
known and trusted brand name across the country.

Along with the company's strong market performance, the Walgreens Corporation
continually shows considerable growth. 2006 ended with Walgreens' 32nd consecutive year of
record sales and earnings ("Walgreen Co. reports..., 2006). Walgreens' 2005 sales of $47.4 were
a 12.5% increase over the previous year and over $1.5 billion in earnings were a 15.5% increase
over the previous year (Walgreens Corporation, 2006a). Furthermore, a new Walgreens store
opens approximately every 19 hours (Carpenter, 2004).

Consequently, the Walgreens name carries considerable brand equity as a nationwide
retailer known for quality and convenience. In fact, Walgreens has positioned itself as the
drugstore offering the most convenience (Walgreens Corporation, 2006c). As such, Walgreens
offers drive-thru pharmacies in over 80% of its stores, and nearly 30% of stores are open 24
hours a day (Walgreens Corporation, 2006a). The company strives to offer a merchandise mix in

line with this focus, providing customers with one-stop stopping for not only prescription drugs,



but also over-the-counter-drugs, health care products, grocery selections, gifts, holiday and
seasonal items, and one-hour photo developing (Biesada, 2006b).

Walgreens is also known for its superior locations. Following an organic growth strategy
has allowed the company to carefully select the locations where it opens new stores (Biesada,
2006b). On the other hand, competitors, such as CVS, have expanded mainly through
acquisitions and have had to make do with the existing locations acquired of stores (Biesada,
2006a). Walgreens stores are usually stand alone locations, which has allowed the company to
easily expand into 24-hour and drive-thru services in recent years (Walgreens Corporation,
2006a). These locations are definitely advantageous to the company, as some estimate that free-
standing stores usually generate more than 30% more in sales than the more traditional strip
center stores (Reeves, 2006). Furthermore, while other competitive strategies can usually be
copied over time, locational advantages cannot. These superior locations offer Walgreens long-
term sustainable competitive advantage (Levy & Weitz, 2004).

As a market leader Walgreens is also committed to leading the way in innovation and
technology. In 1968 Walgreens was the first to use child-resistant prescription containers. In
1981 Walgreens began taking steps to become the first drugstore chain to have its pharmacies
linked by satellite. In 2002 Walgreens began to offer non-English prescription drug labels and
was the first to do so (Walgreens Corporation, 2006b). The company’s continued emphasis on
developing and utilizing technology makes its business more efficient and serves its customers

better.



ITI. Weaknesses

While Walgreens it the current market leader, the company's greatest weakness may be
its inability to set itself apart from competitors based upon price. Wal-Mart's recent
announcement that it will sell a month's supply of many generic prescription drugs for only $4,
later matched by Target, exemplifies the impact of large discounters. Following this
announcement by Wal-Mart, who is currently the number four pharmacy provider, the price of
Walgreens stock dropped 11% (Miller, 2006; Patsuris, 2004). While a large company,
Walgreens is not the low-cost leader in the industry and faces serious competition from
discounters, who are willing to accept lower margins on prescription drugs because they can
make up for lost profit in other categories. Walgreens will not match these prices, meaning that
Walgreens has chosen not to compete on price in its most important category.

While Walgreens cannot compete against discounters on price, the company has failed to
fully exploit its main advantage over these retailers, its ability to provide convenience to its
customers. While the company is increasing the presence of 24-hour locations and drive-thru
facilities, the interior layout of a Walgreens store does not always reflect its commitment to
convenience. For example, Walgreens stores in Salem, Oregon, appear crowded with
merchandise, an atmosphere that is contrary to the clean image of fast service that Walgreens
would like to portray. There, upon entering a Walgreens store, one encounters aisles of
merchandise stacked to the ceiling. The first items evident are seasonal merchandise and novelty
goods. Health care items are not readily visible and are located toward the rear of the store. The
actual pharmacy may be located in the farthest corner from the door, without distinct design or
clear signage. As a company that attempts to set itself apart from competitors by being the

drugstore of convenience, this store layout and design directly contradict these goals.



In stores such as the ones described Walgreens attempts to encourage impulse buying by
creating a deep loop to its core pharmacy and health care items, similar to the way grocery stores
often place milk and other staple goods at the rear of the store. This layout is especially
surprising given that nearly 64% of Walgreens' sales are generated by prescription drugs
(Hoovers, 2005). While this layout does encourage customers to browse other merchandise on
their way to the pharmacy, it does not provide the most convenience for pharmacy customers
who would like to get in and out of the store quickly. On the average trip to a drugstore a
customer will spend only ten minutes in the store, only eight minutes if the trip does not include
a prescription purchase ("SIC 5912...", 2006). Walgreens CEO Jeffrey Rein acknowledged at a
recent conference, "We don't necessarily need to carry everything we carry. In many cases, we
have too many products. The customer is confused" (Anderson, 2006). Furthermore, prototype
Wal-Mart stores are creating a shallow loop by placing the pharmacy counter closer to the
entrance (Troy, 2006). Wal-Mart is also introducing 24-hour pharmacies in some locations
(Patsuris, 2004). If Wal-Mart becomes better able to provide its customers with convenient
pharmacy services, Walgreens may lose its main competitive advantage over the discounter.

Additionally, while Walgreens is the market leader in many categories, it trails CVS in
number of stores. Walgreens has 5,461 stores, while CVS has 6,163 stores (Walgreens
Corporation, 2006d). Walgreens also is not the leading online pharmacy based on number of
website visits, with only 11.38% market share behind both Drugstore.com and
MedcoHealth.com (Greenspan, 2003). While online sales currently account for only a small
percentage of total prescription drug sales, as this category continues to grow, it will become

more important for Walgreens to gain market share.



IV. Opportunities

Perhaps Walgreens greatest opportunities for increases in sales lie in the changing
composition of the American population. On the verge of a significant demographic shift, the
aging of the Baby Boomer generation will impact no industry more than the pharmaceutical
industry. In fact, Walgreens expects a 30% increase in demand for prescriptions from customers
65 and older in the next few years (Merrick, 2006). For Walgreens, 30% of prescriptions and
42% of prescription sales revenue came from older Americans in 2002, and the population over
50 years of age is expected to grow to 95 million by 2010 ("SIC 5912," 2006). Furthermore,
changes in Medicare plans have benefited Walgreens by making the prices Medicare participants
pay the same no matter where they shop (Merrick, 2006). This dramatic increase in the number
of older Americans will provide Walgreens with an increased demand for prescriptions and the
potential to increase sales and revenue in that category.

Overall demand for prescription drugs is also increasing. Fueled in part by the country's
changing demographics, the demand for prescription drugs is also increasing due to an increase
in the percentage of prescription drugs that are reimbursed by insurance companies and
government programs, new prescription drug choices, and increases in the availability of generic
substitutes ("SIC 5912...", 2006). Increased demand for prescription drugs, Walgreens' largest
category, potentially means increases in sales and profit for the company. This category is
especially important as pharmacy sales rose 12% in the last quarter, significantly more than the
5.2% increase in non-pharmacy sales (Miller, 2006).

Further opportunities for Walgreens lie in international markets. Currently only a
domestic business, as the United States market becomes saturated, Walgreens will be forced to

look internationally for expansion. While government regulations and cultural differences will



likely prove challenging given the nature of Walgreens' business, international markets provide
significant opportunities for market expansion. Furthermore, competitors, such as CVS and Rite
Aid, have yet to enter international markets. Beating these competitors into international
markets could ensure that Walgreens remains the market leader. Moreover, this would also help
Walgreens stay competitive against large discount chains, such as Wal-Mart, many of which
already have a significant international presence.

Additionally while Walgreens stores currently devote significant space and inventory
investment to their non-pharmacy items, prescription drugs still constitute the majority, nearly
64%, of Walgreens sales (Biesada, 2006b). Walgreens has already recognized the importance of
non-pharmacy items, but has yet to fully realize the impact of sales increases in these categories.
According to the National Association of Chain Drug Stores the greatest growth opportunity for
stores like Walgreens is increasing non-pharmacy purchases that existing shoppers make. This is
especially important given that the number of customers shopping at drug stores is declining, but
those customers are visiting drug stores more frequently. Trips to the drug store are typically
prompted by needs related to prescriptions, beauty items, over-the-counter drugs, and photo
processing, and these categories comprise over 80% of purchases on these trips. However, only
30% of these shoppers make impulse purchases. This leaves enormous potential for Walgreens
to increase impulse buying in its stores. The average non-pharmacy drug store purchase in 2001
was $19.38. Therefore, adding just $2.00 to each purchase increases the average sale by nearly

10% (NACDS/American Greetings Research Council, 2002).
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IV. Threats

In the highly competitive prescription drug market, Walgreens' biggest threats come from
intertype competitors. No longer competing only against local pharmacies and other drug stores,
retailers such as grocers and discounters are increasingly proving to be formidable competitors.
Discounters prove a unique threat, especially when it comes to price. The low cost emphasis and
economies of scale possible through large companies such as Wal-Mart mean that Walgreens
cannot compete against these discounters on price.

Walgreens is also at a disadvantage compared to competitors like Target and Wal-Mart
because these retailers carry a broad assortment with significantly more SKUs in a typical store
and have a large customer base that visits the store regularly. 138 million Americans shop at
Wal-Mart every week and many may find it tempting to fill their prescriptions in the stores in
which they already shop (Lasanti, 2005). Furthermore, the average American visits a grocery
store 2.2 times per week, but a drugstore only once a month ("SIC 5912...", 2006). Walgreens
cannot compete against these competitors on price, but also cannot compete against them based
on merchandise assortment.

Furthermore, Walgreens' reliance on prescription drugs, a highly regulated and controlled
entity, makes it vulnerable to changes in laws and regulation. This is exemplified by recent
changes to Medicare prescription drug plans which, while on one hand made prescription drugs
the same price to consumers no matter where they shop, also further regulated dispensing fees
thereby decreasing profit margins for retailers like Walgreens. While Walgreens has so far not
been adversely impacted by such changes, the aging of the Baby Boomer generation and
concerns over the future of Medicare mean that further reform will be a topic of continuous

debate. Under these circumstances additional modifications and reforms which may potentially
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reduce the profitability of prescription drugs are not unexpected. Walgreens relies heavily on
prescription drug sales, and dependence on a category whose regulation is mainly beyond its
control leaves it vulnerable.

Furthermore rising health care costs in general have become a politically charged topic.
The push for health care reform is causing patients to look for low cost alternatives outside of
traditional retail outlets. These alternatives include prescription drug sales over the internet and
especially the purchase of prescription drugs from other countries where regulation has made
prescription drugs less expensive. For example, of the top 100 branded prescription drugs in
Canada and the United States, 93% were less expensive in Canada, and in Canada the average
branded prescription drug costs 43% less than in the United States (Skinner, 2005). In a 2003
survey 7% of those polled have purchased prescription drugs from another country, but 48%
indicated that they would buy prescription drugs from another country (Greenspan, 2003).

An additional challenge comes from the chronic shortage of pharmacists. While
historically the shortage now is not as critical as it once was, experts predict that future shortages
will occur. Factors include the ever increasing demand for prescription drugs and the trend for
pharmacists to spend more time on patient counseling (“Retirement...", 2006). Experts estimate
there are currently 8,000 unfilled pharmacist positions and predict that there will be a shortage of
150,000 pharmacists by 2020. Such a drastic shortage of professionals who are critical to the
company’s core category may potentially make Walgreens stores understaffed, which would
increase the time that customers must wait for prescriptions and be detrimental to the company’s

emphasis on customer convenience.
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VI. Recommendations

Based on Walgreens' strengths, weaknesses, opportunities, and threats there are several
areas on which Walgreens can focus in order to retain its position of market leader and ensure
superior company performance and continued growth. First, Walgreens must further focus on
that which distinguishes it from competitors, customer convenience. This is especially important
in setting Walgreens apart from large discounters and supermarkets. Convenience is why
customers choose Walgreens, and Walgreens must do its best to exploit this advantage.

The company can enhance customer convenience several ways. Store design is one way
Walgreens can cater to customers who wish to get in and out of the store quickly. By creating
shallow loops within its stores, especially for its ever important pharmacy customers, Walgreens
can better serve customers who want their trip to be as quick as possible. Additionally a
narrower product assortment would enable customers to locate items in core categories more
easily without the distraction of excessive inventory.

Modifying store design would also accommodate Walgreens' growing segment of older
customers. Reducing crowding by revising inventory selection, along with improved signage
and lighting, would make Walgreens stores easier to shop for all customers. Providing a
comfortable waiting area would also be an added feature for pharmacy customers. Additionally,
this would create an opportunity to increase impulse purchases by strategically placing
promotional materials and displaying impulse items near this area.

In order to further focus on convenience and maintain its number one market position,
Walgreens must also concentrate on expanding its online services. Online services add
convenience and contribute to Walgreens’ brand image while allowing the company to achieve

the benefits of a multichannel strategy.
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