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AutoZone is chain of 1,728 retail auto parts stores operating in 32 states.  Originally named AutoShack, the company was created as a division of Malone and Hyde in 1979.  Following a lawsuit by the Tandy Corporation, which contended that the name “AutoShack” was too similar to that of its Radio Shack electronics chain, the company name was changed to AutoZone in 1987.  Today, AutoZone is one of the fastest growing companies in the highly competitive auto parts industry.

AutoZone sells a broad line of vehicle replacement parts, accessories, chemicals, and motor oil.  After 20 years of constant growth, AutoZone has emerged as number one in market share in the auto parts retail industry.  However, the company’s executives have continued to look for new and innovative alternatives that will allow the company to control a larger share of the market.  Therefore, the company must decide if continued expansion is an optimal strategy or if another alternative would be better.  

How Does AutoZone Compete?


AutoZone targets the do-it-yourself (DIY) auto repair market with an extensive selection of automotive replacement parts and accessories.  The DIY market accounts for 23% of AutoZone’s current sales and is attractive for several reasons.  First, due to rising prices for new cars, the average age of cars is about eight years.  Approximately two out of every three — or 113 million — cars are over five years old, beyond the coverage of most warranty periods, and well into the repair cycle.  Secondly, with the increasing costs of professional mechanics and auto repair labor, many people are opting to do their own auto repair work.  Finally, many people prefer to do their own repair and maintenance because of the difficulty in finding trustworthy mechanics.  Due to these factors, the number of “shade tree” mechanics has grown rapidly in recent years.


In addition to the DIY market, AutoZone kicked off a commercial program to expand its market into the professional mechanic sector two years ago.  AutoZone is especially well suited to cater to small repair shops because it provides them with services at a significant cost savings over time.  Included among these services are free testing of starters, alternators, batteries, and engine management components.  Service to the commercial market also includes delivering ordered parts to professional repair shops.  The commercial sector accounts for more than 10 percent of AutoZone’s total sales.  AutoZone expects continued growth in both the DIY and professional mechanic sectors over the next five years.

	
	
	
	
	


What Makes AutoZone Different?


The AutoZone product line includes both new and remanufactured auto parts and accessories, which can be broadly classified into three categories.  The majority of the retailer’s sales come from “hard” parts, such as alternators, starters, and water pumps, which are often much more costly when obtained through a professional garage.  The second category of products is a fairly complete “soft” line of regular maintenance items, such as oil, windshield wiper fluid, waxes/polishes, and antifreeze.  Finally, the chain also offers accessory items such as floor mats, special auto repair tools, and car stereos.


AutoZone offers quality, brand name parts at low prices.  However, pricing and product offerings alone do not set AutoZone apart.  AutoZone stores differentiate themselves from the typical auto parts stores in two primary ways:  appearance and customer service.  First, the company strives to erase the perception of auto parts stores as dirty, unfriendly environments where only advanced mechanics dare tread.  AutoZone stores are designed to have a positive visual impact on the customer.  A strategic emphasis is placed on cleanliness, and stores are kept both orderly and very clean.


In addition to dispelling myths about the appearance of the typical auto parts store, AutoZone has worked very hard to establish a reputation for customer service unequaled in the parts industry.  They have developed employee hiring and training procedures to counter the stereotypical image of a surly mechanic as clerk in the parts store.  All potential employees go through an extensive screening and testing process before a hiring decision is reached.  Newly hired employees are then given a thorough training program that allows them to specialize in one particular aspect of the store’s operation.  Most AutoZone employees have had some experience or exposure to automotive repair, and this background is supplemented through the company’s training program.  Unfortunately, high employee turnover has made it difficult for AutoZone to maintain the quantity of experienced sales associates that AutoZone would like at any given time.  Nonetheless, the level of technical assistance that AutoZone employees are willing and able to give customers is head and shoulders above the majority of its competitors.  


Customer service is further enhanced by two technological innovations.  The first innovation is the registering of all customer parts warranties on computer.  Knowing that customers sometimes misplace their receipts, this innovation enhances customer service by reducing the hassles often involved in returned or defective parts.  A second innovation is the electronic parts catalog.  AutoZone installed electronic catalog terminals in their stores to help customers select appropriate parts and locate the needed items.  In addition, the Store Management System (SMS) allows a central computer system to measure the operations of any store at any given time. 


AutoZone is constantly fine tuning the way stores are designed and operated.  This includes the development of new products for the DIY market and the development of automotive diagnostic and repair software.  In Memphis, AutoZone is experimenting with a test store that is open 24 hours every day to be available to unlucky drivers who have a nighttime car emergency.  If this concept proves workable, AutoZone may consider keeping other stores open 24 hours, but, of course, customer demand must justify the extra cost of 24-hour service.  It is possible in urban areas where there are large second and third shift flows that the 24-hour service could differentiate AutoZone from the competition.


Beyond image management, one of the major factors in AutoZone’s success is its state-of-the-art distribution network, which is similar to that utilized by Wal-Mart.  AutoZone is able to buy in large quantities directly from manufacturers.  In fact, purchasing for all stores is done centrally at the Memphis headquarters, while distribution is accomplished through seven distribution centers in Danville, Illinois; Phoenix, Arizona; San Antonio, Texas; Lafayette, Louisiana; Lavonia, Georgia; Lexington, Tennessee; and Zanesville, Ohio.  Memphis is also the location of an Express Parts center, which handles special orders and slower moving stock.  With this elaborate distribution system, the chain is able to have the right product at the right place at the right time.  


AutoZone’s financial performance has been nothing less than impressive.  The chain has shown steady increases in sales, profits, and geographic expansion to 32 states.  In 1992, AutoZone reached a milestone by topping $1 billion in sales.  Even more amazing is the fact that this feat was accomplished in just 13 years.  Despite admirable performance, the company has made substantial investments in the future, continually opening, replacing, or remodeling its retail locations.

What Is Next for AutoZone?


Currently, the majority of AutoZone outlets are located in the Sun Belt region.  Tennessee and Texas represent the greatest areas of marketing penetration for the chain, so much so that plans for continued expansion in these states have been abandoned indefinitely.  In the last fiscal year, AutoZone entered five new states — California, Iowa, Maryland, Nevada, and New York — based on the following performance indexes in the retail auto parts category.

The AutoZone strategy is to try to expand the store count faster than any competitor in the industry.  


AutoZone expends considerable effort in site selection.  In the past, expansion has meant obtaining high-visibility sites in high traffic locations.  Before entering new markets, the company undertakes substantial market research.  Several factors are involved in market and site selection, including population demographics, vehicle profile, and the number and strength of competitive stores.  The company attempts to cluster development in new urban markets in a relatively short period of time in order to achieve economies of scale in advertising and distribution costs.

AutoZone executives expect that increases in overall industry volume will be only moderate, but they see considerable room for growth.  Estimates of the size of the DIY market range up to $30 billion in sales.  Using this estimate, AutoZone’s 1997 growth and successful financial performance of the company may be dependent on management’s ability to open new stores on a profitable basis in existing and new markets.  The company feels new stores must be opened and operated on a timely and profitable basis to compete.  AutoZone executives feel confident that they can continue to grow by satisfying their customers.  In fact, they are so sure customer service will prove successful as a long-run strategy that they have increased staffing to ensure typical AutoZone service and are looking at market index data for the category and brand performance among their direct competitors in order to identify geographic markets where AutoZone’s potential for success appeared most promising.  Their research found the following:

	
	Region
	CDI
	BDI
	

	
	Illinois
	80
	158
	

	
	Utah
	50
	65
	

	
	Georgia
	120
	70
	

	
	Oklahoma
	100
	90
	



According to many predictions, U.S. auto parts firms can expect slow growth.  Forecasters say that the industry is mature and the aftermarket is likely to be weak.  New car sales will also significantly affect the health of the aftermarket.  The greater number of new cars means better designed parts and increasingly complicated diagnostic technologies, which makes it tougher for do-it-yourselfers to repair their cars.


Foreign expansion is expected to provide a possible growth opportunity for U.S. auto parts suppliers.  The major destinations were Canada, Mexico, and the European community.  Canada and Mexico combined to represent 80 percent of this figure.  The current trend toward incorporating complex computer-based components in vehicles could provide the U.S. auto parts industry with a significant international competitive advantage.  Increased sales opportunities may also unfold with the unification of the European market and as Eastern Europe opens to Western trade and investment.  Standardized specifications and simplified commercial producers in Europe will provide more market opportunities.  However, in this increasingly competitive environment, auto parts dealers will have to manage marketing efforts successfully to excel.

