13

Walmart Expansion to The Philippines


Name
Course
Institution
Date
















Walmart expansion to the Philippines
Introduction
Walmart is an American multinational organization that operates a wide range of products, including grocery, home appliances, and beauty products. The firm provides customers with a wide range of products to choose from, increasing its competitiveness in the market. Walmart has grown to an international level expanding its business to more than 25 countries in the world. The organization has provided the same shopping experience to all its customers worldwide through its products and ensuring customer satisfaction. As Walmart continues to grow, the firm desires to expand its business to new regions to serve more customers and make more profit. Walmart executives are yet to consider expanding their operation to the Philippines, an Asian country. Before making the decision, the culture and financial climate of the Philippines will be examined to help understand the risks present in the country. Also, the foreign exchange rates of the nation of expansion will be analyzed and their impact on the financial performance of Walmart. Aspects such as government policies, the balance of payment, and taxes, among others, will be analyzed to help understand the climate of the country. Given that Walmart might consider expanding to the Philippines, measures on how to mitigate the exchange risks will be proposed and the funding process.
Culture and financial climate
In the current economy, firms seek the need to expand to new regions due to several reasons. Organizations tend to look for reasons that will help their operations move to the next level. The financial climate of a country is defined by economic indicators such as Gross Domestic Product, unemployment, and inflation rate. Other aspects such as the economic freedom and easiness of investing and doing business also fall under the financial climate. (Castillo Jr (2018) argues that culture is also an essential aspect to consider before expanding the company in a new region. It involves understanding how customers in a specific area are different from others, such as their preferences and language and how it affects business. The Philippines have had a robust economic climate for the past five years and expected to develop in the future. In the Asian region, the Philippines is one of the dynamic economy indicating an expansion of 6.8 percent in 2017, which was higher than those of other Asian nations such as Thailand and Vietnam. Growth in the economy is reflected in many aspects, such as reducing poverty and increasing demand. The higher demand has fostered citizens and foreign investors to invest in significant sectors of the economy such as Agriculture and Forestry, energy extraction, and technology. There is the flow of capital in the Philippines, which encourages the economy's growth and makes the country a more significant exporter in the region. 
           In 2018, the inflation rate of the Philippines was 5.2 percent and 2.5 percent in 2019. The reduction in the inflation rate encourages borrowing, making the economy vibrant as people invest in different sectors. In 2019, the unemployment rate in the Philippines also reduced by 0.1 percent compared to 5.3 percent in 2018. As unemployment is declining, so is poverty while consumer spending increases. The financial climate of the Philippines is favorable for Walmart to invest in the country. The Philippines have a high demand potential, and Walmart might be the best firm to fit the market gap. Also, a falling inflation rate inspires borrowing, which then increases the spending of citizens. Walmart will thus enjoy a high demand for their products and, in turn, make profits (Aladwani, 2017). 
The culture of Filipinos encourages resilience and hard work. The robust nature of Filipinos makes them able to thrive in every situation. The strength of the Filipinos is essential in producing effective workers who will help achieve the goals of Walmart. The productivity of workers is seen in ensuring clients' satisfaction. Walmart has the goal to serve its customers, and it can utilize the resilience of the Filipinos in achieving that (Muñoz, Kenny, & Stecher, 2018). Also, Filipinos are friendly and hospitable, and this encourages diversity in their country. For a business to thrive, the climate of doing business should be favorable. The Philippines, as a country of expansion, offer an excellent climate for Walmart to do business based on its culture. 
The Philippines use English as the primary language in their business culture. Walmart being an American firm, will not experience language barriers in the Philippines as the Filipinos use English while doing business or other formal settings. Filipinos recognize communication as vital as they view it as a way of building and maintaining a relationship. Filipinos in their business culture are sensitive while they dislike criticism (Castillo Jr, 2018). Filipinos hate being embarrassed in public and hate disagreements. Before considering expanding in the Philippines, Walmart should consider training its employees on these aspects within the Philippines culture. In the interaction of employees and customers, the employees of Walmart should avoid disagreeing with Filipino customers and embarrassing them in public as it is against their culture. 
Examining the Philippines
Issues within the Philippines, such as interest rates, the balance of payment, government policies, taxes, and tariffs, also play a significant role. It is through these factors that investors consider before venturing into a specific country. The Philippines have different rules and policies, making their interest rates differ from those present in America. 
Foreign exchange rates 
 Exchange rates involve the value of a specific currency in relation to other currencies. A fluctuation in the currency rates has effects on inflation, economic growth, and interest rates. The exchange rate of the Philippine peso in comparison with the US dollar was as follows. The currency rate of the Philippines peso traded at 52.50 in 2018, 50.66 in 2019, and 48.96 in 2020. The appreciation in the Philippine peso exchange rate indicates that the Philippines' economy is getting stronger, which also means that the rates of imports are down. A stronger peso also means that foreign goods become cheaper and that the country might spend less on imports. The financial performance of Walmart might be affected in the following ways. A strong currency means that Walmart will be encouraged to invest in the Philippines to yield more returns (Stanley et al., 2019).
Government policies
           The Philippines is politically stable, believing in democracy and the rule of law. In the score for corruption and transparency, the country has a 36 and 34 in 2018 and 2019, respectively. Although there are corruption cases, the citizens still believe the government is doing a great job providing essential services and protecting their rights. The election process in the Philippines is also fair and done under their constitution. The citizens are allowed to exercise their political rights by voting for the leaders and parties. Political stability in the country encourages foreign and local investors, which helps develop the economy. The government of the Philippines, through President Rodrigo Duterte, has strengthened its ties with countries such as China, Malaysia, and Indonesia. The cooperation between the countries helps them address challenges such as terrorism while promoting trade among each other (Jensen & Hapal, 2018). 
           The liberal party, a major political party in the Philippines, plans to combat poverty and promote economic growth. The objectives of the political parties in the country thus promote nationalism while encouraging citizens to achieve economic development. The Philippines has a three out 7 in political freedom, which means that the country is politically stable and encouraged to participate in political affairs. The government of the Philippines also promotes economic development through the policy introduced by President Duterte. The plan aims at achieving ten socio-economic elements such as fighting crime and corruption, legislating progressive taxation, and promoting the ease of doing business. Such government policies present in the Philippines encourage foreign investors such as Walmart. 
Balance of payment
           A country's balance of payment is calculated by observing the difference in the inflow and outflow of money in a specific period. The significant indicators of the balance of payment are the imports and exports. Last year, the Philippines experienced a $16.2 billion surplus in her BOP compared to a $7.84 billion surplus in 2019. Philippines exports are more than imports, making the country earn more than it spends on imports. A positive balance of payment is beneficial to a nation. For instance, when a country exports more, it means the local industries are encouraged to produce more, leading to more job opportunities to meet. The trade balance also affects the country's currency in global markets. A strong currency is brought by a surplus in BOP, which then helps in strengthening international trade. With the positive balance of trade, investors like Walmart might benefit from investing in the Philippines since the economy will have a higher return (Metrick & Yasuda, 2021).
Interest rates
           Banks after lending tend to charge interest rates to borrowers based on the amount borrowed and the period to be repaid. A change in the interest rates affects the economy in several ways. In 2019, the interest rates of the Philippines were 4.25 percent, and it reduced to 3.75 in 2020. The central bank of the Philippines, which oversees other banks, determines the interest rates. The low interest rates of the Philippines encourage borrowing since borrowers will pay low interest rates (Schrimpf & Sushko, 2019). People are likely to invest more after lending, which then leads to economic growth. The low interest rates in the Philippines will make it easier for Walmart to secure assets in the country. 
Import tariffs
           The Philippines discourage imports and other goods that can be locally produced by import duty that acts as trade barriers. For agricultural products, for instance, an import duty of 9.8 percent is charged, while for non-agricultural products, a 5.6 percent. To protect local goods, the imported products, such as agricultural products that can be produced locally, are heavily taxed. For free trade area countries, such as New Zealand and Australia, the Philippines abolished all the tariffs, which encouraged free trade. Philippines have the Value Added Tax (VAT) imposed on goods sold and on imported commodities. The VAT is charged 12 percent on the interests that fall under the category except agricultural and marine goods produced in the Philippines. 
Political Risks
International expansion helps the firm grow and diversify, although it also exposes the business to more threats. Political challenges are a crucial threat that faces international investors, such as conflict, internal politics, and corruption. The Philippines have the following political risks, which might affect the financials of Walmart as the firm intends to expand the business to the country.
Corruption
With a score of 100 for countries with no corruption, the Philippines had a 36 and 34 in 2018 and 2019, respectively. The country, therefore, is struggling with cases of corruption majority been seen at the government level. A population of 72 percent of Filipinos has the view that the measures taken by the government in fighting corruption are ineffective. Nineteen percent of organizations in the Philippines claimed that they have and are expected to bribe government officials to achieve specific interests. Also, at the judiciary, corruption is evident as a business also offers bribes in courts in case of lawsuits (Jensen & Hapal, 2018). In the Philippines, at least 10 percent of the population has provided a bribe to a member of the judiciary. The corruption in the Philippines has affected business operations in matters concerning issuing licenses, offering government contracts, and creating monopolies. Walmart might experience challenges securing a business permit and other agreements in the Philippines as the firm might be required to bribe government officials. Such cases might affect the finances of the firm negatively.
The rule of law
The rule of law is a concept in a democracy that advocates equal treatment for all citizens irrespective of power and social class. Research by the World Bank indicated that the Philippines has a 43 percent in the rule of law compared to a 90 percent score of the United States (Jensen & Hapal, 2018). In the Philippines, the rule of law has been twisted, especially in government and the judiciary. The flexibility of the rule of law might affect Walmart, especially in legal formalities needed during expansion in a different country. Walmart might also consider hiring lawyers who provide counsel whenever possible. 
Managing foreign exchange risks
The instabilities in foreign exchange rates have adverse effects on the financial statements of a company and the economy of the country. Walmart, whose primary operations are in America will have transactions in the Philippines pose, and a variation in the two currencies will affect the financial position of Walmart. There are three kinds of foreign exchange risks that Walmart might experience while expanding its business in the Philippines. 
Transactional risks
Walmart might experience transactional risk in making financial transactions that involve dollars and the Philippines pose. An appreciation or depreciation of either currency before the completion of a financial transaction results in transactional risks. Walmart can mitigate the risk by the use of forwarding contracts. In importing goods to the Philippines, Walmart might consider using a speculated future price based on the expected fluctuations in currency to reach an agreement. The use of forward contracts helps mitigate the risks associated with an appreciation and depreciation of foreign exchange rates. 
Economic threats
A firms' market value can experience a risk caused by fluctuations in the foreign exchange rates. Economic risks caused by foreign exchange rates might affect the organization in terms of competition which then affects the organizations' financials. For instance, an appreciation in the value of a dollar with the value of pose means that imports will be expensive than local goods (Metrick & Yasuda, 2021). In such a case, the products of Walmart will be the least demanding in the Philippines. The risk can be mitigated through constant market assessment to establish the trends in foreign exchange rates.
Translation risks
These are challenges faced by a firm operating in a foreign jurisdiction, but the company's performance is expressed using domestic currency. The threat can be minimized through currency swap where Walmart can purchase the domestic currency in exchange for Philippine pose. 


[bookmark: _GoBack]Funding Process
Firms to grow and expand need to identify sources to fund their business. Most businesses fail or are unable to start their operations due to a lack of funds. To enter the Philippines, Walmart can use the following ways to fund its operation. Walmart should consider securing a debt from a bank. Debt capital involves borrowing money from a bank or other private entities, which is then required to be repaid in installments and with interest rates in a specific period. Debt issues are also a form of debt where a company encourages investors to become lenders through corporate bonds. The stakeholders are then entitled to bonds, shares, and dividends as far as the company makes a profit. Walmart, for instance, can encourage investors in the Philippines to become lenders through the use of preferred stock. Stanley et al. (2019) claim that stakeholders who have preferred stocks receive constant shares and dividends. Using preferred stock, Walmart will encourage investors in the Philippines, which will help in the expansion process. 
Bank loans as a funding process to Walmart are significant as they will help reduce the risks associated with operation costs. The expansion process into a new location is expensive to an organization regarding moving assets, advertisements, and obtaining a qualified labor force. All these expenses might cause financial risks to Walmart and thus the need to borrow to fund the expansion in the Philippines. The interest rates in the Philippines are low due to the low inflation rate. The interest rates in the Philippines reduced from 4.25 to 3.75 percent in 2020. With the current interest rates, Walmart might consider taking a loan based on the low interest rates present in the Philippines (Aladwani, 2017). Loans are temporary as the burden ends once the repayment is made. Also, loans are advantageous as the bank has no control over the decision of the company. 
Also, Walmart can fund the expansion in the Philippines through equity funding. Companies have shares that they can sell to willing investors who become stockholders. The capital acquired can be used to fund the operation of Walmart in the Philippines. Equity funding would be appropriate for Walmart as there is no fixed amount to be repaid to investors. Equity funding as an investment method prevents cash outflow as Walmart won't use its fund but instead the capital from investors (Ito & McCauley, 2020). 
Walmart should also make use of retained earnings to cater to its expansion in the Philippines. Businesses operate based on making profits by selling products at a price higher than the cost of production. The gains realized are the standard means of funding the expansion of businesses. Walmart is a global company with operations in more than 25 countries. With the worldwide market, the firm makes vast profits which they can, in turn, use to fund their function in the Philippines. Walmart should consider the use of retaining earnings as there are no legal formalities associated with it. Using the profits of a company is expanding the business requires a resolution by the head of executives, unlike other types of funding that require external parties.  
                                                                   Conclusion 
The decision to expand the operation of a business in a new location involves a careful analysis of various elements. In entering the Philippines, Walmart needs to understand the culture and financial climate of the country. For instance, factors such as inflation, unemployment, and cultural aspects affect the smooth running. Based on the cultural and financial environment of the Philippines, Walmart should consider expanding to the country. Factors in the Philippines, such as interest rates, the balance of payment, government policies, and tariffs, were also considered before expanding. The economy of the Philippines is strong based on its interest rates, currently at 48.96. Government policies in the country, such as political stability and cooperation with other countries such as China, are also significant for investors. Also, the Philippines have a surplus in their balance of payment, and Walmart might benefit as an upbeat BOP encourages international trade. Despite these factors that make the Philippines a suitable country for Walmart to enter, certain risks need to be mitigated. The country experiences corruption and the inapplicable rule of law which might affect Walmart operations. In managing the risks caused by the foreign exchange rate, Walmart should consider using forward contracts, market research, and currency swaps to avoid transactional and transitional risks. In funding the plan in entering the Philippines, Walmart should consider the use of loans, equity funding, and retained earnings. Considering all these factors will be helpful for Walmart in expanding the business in the Philippines.
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