
COSTCO BUSINESS MODEL

Costco’s business model is based on a membership-only warehouse club

where consumers pay a membership fee to purchase a limited selection

of products at low prices as of 2022. Ideally, only members can buy items

at Costco, while non-members can only use the Costco Cash Cards

loaded by members to shop at Costco.

What Does Costco’s Business Model Focus On?

Costco’s business model focuses on a membership-only strategy that

allows members to purchase selected goods in bulk at competitive prices.

Unlike other typical stores, Costco requires shoppers to get annual

membership status to access a vast selection of highly discounted

products.

Typically, Costco offers two types of renewable membership plans: the

Basic membership, which goes for $60 a year, and the Executive

membership for $120 a year.

Then, Costco subdivides these membership packages into Gold,

Business, and Executive members depending on the customer base.

Further, Costco integrates its membership-only business model with a

cost leadership strategy to remain competitive in the retail industry with

these membership plans.

As a result, the low merchandise prices attract consumers to subscribe to

the membership plans, which ultimately generates a rapid inventory

turnover with high sales and higher revenues.

Additionally, the Costco business model reinforces customer loyalty, who

in turn get access to the following products at low wholesale prices:

● 23% of merchandise: Sundries (snack foods, candy, tobacco,

cleaning and institutional supplies, alcoholic and

non-alcoholic beverages)

● 18% of merchandise: Hardlines (major electronic appliances,

hardware, health and beauty aids, office supplies, sporting

goods, garden and patio, toys, automotive supplies, and

seasonal items)

● 21% of merchandise: Food (institutionally packaged and dry

foods)

● 12% of merchandise: Fresh Foods (bakery, meat, deli, and

produce)

● 10% of merchandise: Softline (domestics, houseware, apparel,

jewellery, home furnishings, media, camera, and small

appliances)



● 16% of merchandise: Ancillary & Other Items (a food court,

gas stations, optical, hearing aid, pharmacy, one-hour photo,

and travel)

Why Is Costco’s Business Model Appealing?

Costco’s business model is appealing because it allows customers to

access high-quality products at low prices while generating high sales

volumes alongside a rapid inventory turnover.

In the retail industry, Costco’s business model is appealing due to the

following qualities:

1. Enhances Customer Retention And Loyalty:

Costco’s idea of having a membership-only business model has been the

primary market strength for the company, with most customers looking

forward to the deals and privileges of being members.

As a result, the business model has helped the company promote

customer retention and loyalty since the membership renews annually.

Over the years, Costco has witnessed a growing number of cardholders,

resulting in a large, devoted, and loyal customer base, which helps

increase the company’s net profit.

2. Offers Customers High-Quality Products At Low Prices:

With an integration of the low-cost strategy, Costco’s business model

gives customers access to high-quality items sold in bulk at low-profit

margins.

So, the low-price strategy has differentiated Costco from stores in the

crowded market since customers look forward to purchasing bulk items

at lower prices rather than buying them individually elsewhere.

Further, Costco delivers high-quality goods at low prices by purchasing

merchandise from manufacturers who offer the lowest possible prices.

Therefore, if Costco doesn’t get a particular item at a low price, it does

not stock it.

3. Decreases Costco’s Operational Costs:

When Costco buys merchandise in bulk, it automatically reduces

operational costs due to discounts released from bulk merchants.

Ultimately, Costco can pass the discount to customers by offering goods

at discounted prices.



Also, Costco saves operational costs by not stocking packing materials

and extra bags.

Thus, Costco requires that customers bring their bags, use a shopping

cart, or use empty merchandise shipping boxes in the store.

Due to these appealing characteristics, the business model creates a

win-win situation that benefits both employees and customers while

maintaining the company’s primary business goals.

What Are The Key Factors Which Have Contributed To

Costco’s Success?

The key factors that contribute to Costco’s success include the following:

● Costco’s Membership Strategy

Costco’s membership strategy awards customers with discounted prices

that have resulted in a large customer base that increases the company’s

revenue.

● Costco’s Target Market

Costco bases its target market primarily on upper or upper-middle-class

individuals, ideally suburban homeowners with a membership-only

business model.

Therefore, with the target market’s ability to buy merchandise in bulk,

Costco maintains high sales.

● High-Quality Items

While most retailers prefer to sell thousands of different items, Costco

limits its merchandise to under 4,000 meticulously selected items.

Additionally, the procurement employees screen all products to

guarantee high quality and low prices.

● Bulk Purchasing Strategy

Costco’s strict policy of selling items in bulk entices its consumers to

purchase items in large quantities.

With the highly-discounted prices, customers look forward to saving

more money but end up spending more by purchasing items in bulk.

That said, the result of spending more money buying bulk items is that

Costco realises its huge profits in the long run.

● Effective & Efficient Inventory Management



Logistically, Costco is one of the most efficient retailers in the industry

due to high-level inventory management and warehouse design. With

that, the company uses its warehouses as storage spaces and retail stores.

Moreover, it utilises cross-docking, which ensures merchandise

distribution from a manufacturing plant or supplier directly to a retail

chain, with limited to no storage or handling time.

Therefore, this strategy further decreases the inventory costs and

increases Costco’s net profit.

Does Costco Have A Good Business Model?

Yes, Costco maintains a pretty good business model since it majorly

concentrates on driving the company’s sales.

Combined with a low-cost strategy, the membership-only business

model appeals to customers through discounted prices that increase

store traffic and net sales.

Furthermore, the business model has resulted in operating efficiencies,

including efficient distribution, reduced handling, storage, and

self-service warehouse facilities.

Ultimately, Costco has succeeded in the retail industry by implementing

its membership-only business model.

SWOT (Strengths, Weaknesses, Opportunities, Threats)

Analysis

Costco’s Strengths (Internal Forces)

The company’s success capitalises on the main strengths of the business,

as follows:

● The company has very attractive low prices on practically every

good or service offered in its stores and on its website.

● Costco has rapid inventory turnover combined with high sales

volume, contributing to higher revenues. The high sales volume

ensures high revenues in spite of low selling prices.

● The high sales volume contributes to high operating efficiency.

Higher operating efficiency is achieved through minimization of

variable costs. Variable costs are lower when volumes are higher.

Costco’s Weaknesses (Internal Forces)

Even though Costco is profitable and one of the largest retailers, the

business suffers from the following weaknesses:



● Costco’s main weakness is the membership-only warehouse club

retail business model. This model encourages customers to buy at

Costco stores, but also limits the total number of customers.

Non-member consumers might feel unwelcome at Costco stores.

● The company has the weakness of the limited array of goods and

services. Customers might go to other retailers like Walmart, which

has a wider array of goods and services.

Opportunities for Costco (External Forces)

To ensure long-term viability, Costco must consider and exploit these

opportunities in the industry:

● The company has the opportunity to enter new markets, such as

markets in developing Asian countries.

● Costco has the opportunity to expand the coverage of its

e-commerce websites. The company currently offers online

services to the United States, Canada, United Kingdom, Australia,

Mexico, Taiwan, South Korea, Japan, and Spain.

● The company also has the opportunity to increase the variety of its

goods and services to improve the attractiveness of Costco stores to

a more diverse population of consumers.

Threats to Costco’s Business (External Forces)

Threats in the retail market impose limits and barriers to Costco’s

growth and expansion. These threats are as follows:

● The entry of new membership warehouse club retail companies

threatens Costco’s potential to succeed in overseas markets. In

overseas markets, new membership warehouse clubs are opening.

● The aggressive marketing of other retail firms also threatens

Costco
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