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The undervaluation of many stocks constitutes an 
investment opportunity we have seized upon by bringing 
Dia, Carrefour and Ahold Delhaize stocks into our 
portfolios.   

These undervaluations are all the more attractive in that 
the threat of the new entrants is perhaps overstated. If we 
look at the US market, birthplace of Amazon, we see that 
online food retailing accounts for just 4% of the market, 
with a penetration rate growing very slowly compared to 
online retailing as a whole, which is growing at 14% 
annually and now represents 11% of the US market. This 
weak growth is probably what convinced Amazon of the 
need to own its own physical distribution network, hence 
its purchase of the Whole Foods chain at the high price of 
85% of sales for an operating margin of 4.5%.  

Traditional retailers are also capable of adapting, as has 
been the case in the non-food sector that has had much 
longer exposure to online competition. French group Fnac 
Darty has successfully developed its mix with 17% of its 
sales now online and a market share of 23% on its 
segment in France, well ahead of Amazon, ranked in 3rd 
place with a 9% share of the French market. Fnac Darty 
has also grown its operating margin from 2.1% in 2014 to 
a potential 4.3% in 2018, thanks to synergies derived from 
the merger between Fnac and Darty. 

Similarly, leading US food retailer Walmart with a 23% 
market share is also investing heavily. The Group has 
decided to allocate around a quarter of its total investment 
to its e-tailing business, which is already posting 40% 
growth. This is quite enough to take on Amazon, whose 
share of the food retailing market is only 2% following the 
acquisition of Whole Foods. These investments have 
certainly weighed heavily on the Group’s margin, but it is 
still set to remain at around 4.5% compared to 6% at its 
peak.  

Structural changes in business activity keep recurring. 
They are often accompanied by periods of great 
uncertainty during transition phases. This is then reflected 
in exaggerated valuation gaps, as was the case in early 
2000 at the time of the dotcom bubble and is now the case 
in the food retailing sector. 

More discounted valuations in food retailing 

“Disruption” is very much the buzzword on markets right 
now. The spread of new, digital-based technologies across 
the whole range of business activities is creating new growth 
opportunities for innovative companies. It is also upsetting 
established balances in terms of competition, creating 
uncertainty that is translating into heavily discounted 
valuations of “old-economy” firms that are not always 
justified. This is particularly evident in the food retailing 
sector, which offers new investment opportunities.  

The food retailing sector has had many challenges thrown at 
it over the last 10 years. Consumer habits have changed as 
consumers turn their backs on the hypermarkets that 
represent over 40% of sales areas in France.  

Traditional food retailers have also had to cope with the 
inroads made by the hard discounters, with new competitors 
like the German groups Aldi and Lidl emerging. Hard 
discounting accounts for an average 15% share of the 
European market, ranging from 13% in France to over 40% 
in Germany.  

Lastly, retailers suffered from price deflation on food 
products over the course of 2015 and 2016 with retail prices 
falling as operating costs (rents and salaries) have been 
subject to natural inflation. Operating margin in the sector 
has dropped by 1 point in 15 years, from over 4% prior to 
2013 to 3.2% currently. 

A recent addition to this challenging environment has been 
the threat of new Internet players such as Amazon entering 
the marketplace, triggering a fresh wave of market 
underperformances from Europe’s food retailers, who are 
now trading at historically low valuation ratios approaching 
40% of sales. 

Historically low valuation 
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