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Agendag

 Understanding the Retail Cycle
 How the cycle plays out against broader structural movements 

in retail
I th thi diff t thi ti d? Is there anything different this time around?
 Retailers plans as relayed to market
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The retail cycley

 The cycle of retail profitability reflects the demand cycle but is 
accentuated by the behaviour of the property industry
 Used to be that demand cycle followed electoral cycle but de-

li f ibilit f t li f tcoupling of responsibility for monetary policy from government 
and global easy money policies resulted in extended demand 
growthgrowth
 Typically retailers encouraged to over-expand by property 

availability and desire to be in the best locations (plus exit y (
barriers)
 Historically space comes on stream as demand falters causing 

i t b th t il ( t) d t d l (b t)pain to both retailers (rent) and property developers (bust).
 REIT structures may have exacerbated
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UK Economics:
Household mortgage debt service as a % of household disposable income
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Housing transactions g
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2010 LFL prospects p p

LFL growth - UK
2008E 2009E 2010E

Debenhams -1.96% -3.00% -2.00%

01/10/09
LFL prospects 2009E

-0.68%
1 0%

0.0%

DSGi -6.92% -9.41% -1.96%
Halfords -1.70% -2.70% 0.74%
Home -5.65% -2.12% 0.94%
Kesa -5.77% -4.64% -0.87%

-1.92%

-3.40%
-4 0%

-3.0%

-2.0%

-1.0%

Kingfisher -5.92% -2.20% 0.20%
Marks & Spencers -5.04% -1.86% -1.06%
Next -6.85% -4.71% -1.69%
WH Smith -2.69% -3.36% -0.96%
A W i ht d 5 27% 3 40% 0 66%

-5.12%

-6.06%
-6.23%

-7.0%

-6.0%

-5.0%

-4.0%

Source: Credit Suisse estimates

Average - Weighted -5.27% -3.40% -0.66%
Average - Simple -4.72% -3.78% -0.74%
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Out of Town Cycley

 OOT retailers have tended to sell predominantly hard goods –
open use A1 consents relatively few.
 Hard goods markets have been in decline for much longer than 

the retail market as a whole – DIY has been in recession (untilthe retail market as a whole – DIY has been in recession (until 
this year) since 2005.
 Housing market activity may stimulate and v short development 

lead time
 Some new formats – Next, John Lewis, Best Buy
 Existing formats not expanding – B&Q DSGI CometExisting formats not expanding B&Q, DSGI, Comet
 Voids from failures – esp MFI
 Some expansion – Halfords, Argos, Wickes, Pets at Home, 

l tvalue sector
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Out of Town construction
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Structure

 Retail is an evolutionary process with businesses moving to the 
most cost efficient distribution over time.
 Significant barriers to exit – institutional lease terms

OOT b fit d f 1980 f d l ti f OOT benefited from 1980s form de-regulation of consumer 
credit
 Activity levels in recent years suggest that OOT developmentActivity levels in recent years suggest that OOT development 

may already have peaked and be in more mature replacement 
phase
 Some OOT markets being penetrated by online, less so by food 

retailers.
Bi B t th d i t f it B&Q C f Big Box not the dominant force it was – B&Q, Carrefour
 Structural changes happen most rapidly during periods of 

economic stress
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Evolutionary process in non food retaily p
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Longer-term viewg
UK General Retail Sector vs FTSE All Share
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 Long down swings in retail profit cycle reflected by share prices –
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g g y y
greater share to property.
 Rebound in early 2009 – is this saying recovery coming or short term 

adjustment to very negative post Lehman forecasts?
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Risk appetite in the market overall has improved –pp p

Source: Credit Suisse
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Food retailer activity extends to catalogues – effect on y g
Argos
 We have recently written on Home Retail discussing how it is 

becoming more vulnerable to price competition as it is forced to 
move more on-line itself.
W h i d th A b it d h i We have price-scraped the Argos website and show price 
movements within an Argos catalogue life.
 Big impact when Tesco launches its catalogue 6 weeks intoBig impact when Tesco launches its catalogue 6 weeks into 

Argos season
 Others moving into this space – Asda (similar demographics) g ( g )

also starting catalogue, Sainsbury up-scaling its non food.
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Pricing – AW 09 to dateg
AW  09 C atalogu e p ri cing  trends to  d ate,  % ch ange v ers us  ca ta logue  price  

0. 0 0 %
7 /2 7/ 2 0 09 8 /3 / 20 0 9 8 /1 0 /2 0 0 9 8 / 1 7 /2 0 0 9 8 /2 4 /2 0 09 8 /3 1 /2 0 0 9 9 /7 /2 00 9 9 /1 4 /2 0 0 9

- 2. 0 0 %

- 1. 0 0 %

Ongoing pricing c uts Dynamic  pricing res pons e to 
Tesco catalogue AW  09 launc h 

- 4. 0 0 %

- 3. 0 0 %

- 5. 0 0 %

Heavy  phase of  promoti onal 
ac tivity ov er bank holiday 

 First 8 weeks of AW 09, analysis shows a price reduction of 4.4%( 2.8% on a 
S ou rce : C omp an y d ata, Cr ed it Su isse  E stima tes  

 

- 6. 0 0 %

time weighted basis). Trend suggests further price reductions are likely, 
particularly given we are so early in the seasons' cycle. Note significant levels 
of reductions post Tesco AW 09 launch (12th September 2009)
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Pricing – Tesco cheaper than Argos through SS 09g p g g

 Progressive deterioration in 
A ’ i i iti

SS 09: Argos vs Tesco pricing evolution 

100% Argos’s pricing position 
relative to Tesco over SS 09
 Confirmed by monitoring2.4%

22.6%
29.1% 33.0%

80%

100%

Confirmed by monitoring 
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60%

 Analysis suggests Tesco is 
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20%
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Source: Company data, Credit Suisse research 
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Online

 Online has grown rapidly in some sectors to the point where 
most of the future growth will go to the web.
 This is forcing re-appraisal and re-structuring in some sectors –

th l t i l t i th OOT t t b i l t i kthe electrical sector is the OOT segment most obviously at risk
 DSGI is re-inventing its formats – will this lead to a down-sizing 

eventually?eventually?
 Home Entertainment – Borders/HMV
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Online growth by product to 2013Eg y p
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Online market – where we spend itp
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Electricals – Pricing architecture 1g
Argos vs market :Flat-panel TV pricing architecture  

19/08/2009
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 Little differentiation in the market but Argos profile more similar to a 
pure play online retailer than High Street with a significant 
concentration of Entry Price Point TVs (EPP). Amazon now the 
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Retailers

 Key issues – is it worth them investing – do they produce returns 
greater than the cost of investment?
 Can they afford to invest? What is their level of debt (lease 

dj t d)?adjusted)?
 Who is actually investing (capex/depr)?
 How much of the cut back in investment is cyclical?How much of the cut back in investment is cyclical?
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Capex/depreciation v ROIC p p
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LADJ Debt/EBITDAR v FCF as % of sales 
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Retailer intentions

 Carphone Warehouse/Best Buy – 4BBs in 2010
 Debenhams – 6/7 yr to Aug 10 very few thereafter – pipeline issues
 DSGI – investing heavily in refits and larger stores
 Halfords 10-15 pap
 Home Retail – Argos +15 pa, Homebase static after Focus acquisitions
 HMV – v few
 Comet – handful/mezzsComet handful/mezzs
 B&Q – refits/mezzs
 M&S - +1% ish?
 Next stopped openings Next – stopped openings
 WH Smith – focus on airports, hospitals, railway stations.
 H&M/Inditex (Zara)/other international fashion multiples – grwth 

nabatedunabated
 Value retailers – strong growth but mainly in-town.
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Conclusions

 We always seem to be miserable
 OOT development levels weak, demand outlook uncertain
 OOT has moved from penetration of overall market to having to 

d f d f h ldefend from new channels
 Will be some recovery but longer term growth likely to be diluted 

by non traditional channel growth and re-structuring of existingby non traditional channel growth and re-structuring of existing 
players.
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CS believes the information and opinions in the Disclosure Appendix of this report are accurate and complete. Information and opinions presented in the other sections of the report 
were obtained or derived from sources CS believes are reliable, but CS makes no representations as to their accuracy or completeness. Additional information is available upon 
request. CS accepts no liability for loss arising from the use of the material presented in this report, except that this exclusion of liability does not apply to the extent that liability arises 
under specific statutes or regulations applicable to CS. This report is not to be relied upon in substitution for the exercise of independent judgment. CS may have issued, and may in 
the future issue, a trading call regarding this security. Trading calls are short term trading opportunities based on market events and catalysts, while stock ratings reflect investment 
recommendations based on expected total return over a 12 month period as defined in the disclosure section Because trading calls and stock ratings reflect different assumptionsrecommendations based on expected total return over a 12-month period as defined in the disclosure section. Because trading calls and stock ratings reflect different assumptions 
and analytical methods, trading calls may differ directionally from the stock rating. In addition, CS may have issued, and may in the future issue, other reports that are inconsistent 
with, and reach different conclusions from, the information presented in this report. Those reports reflect the different assumptions, views and analytical methods of the analysts who 
prepared them and CS is under no obligation to ensure that such other reports are brought to the attention of any recipient of this report. CS is involved in many businesses that relate 
to companies mentioned in this report. These businesses include specialized trading, risk arbitrage, market making, and other proprietary trading.
Past performance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regarding future 
performance. Information, opinions and estimates contained in this report reflect a judgement at its original date of publication by CS and are subject to change without notice. The 
price, value of and income from any of the securities or financial instruments mentioned in this report can fall as well as rise. The value of securities and financial instruments is 
subject to exchange rate fluctuation that may have a positive or adverse effect on the price or income of such securities or financial instruments. Investors in securities such as ADR’s, 
the values of which are influenced by currency volatility, effectively assume this risk.y y y, y
Structured securities are complex instruments, typically involve a high degree of risk and are intended for sale only to sophisticated investors who are capable of understanding and 
assuming the risks involved. The market value of any structured security may be affected by changes in economic, financial and political factors (including, but not limited to, spot and 
forward interest and exchange rates), time to maturity, market conditions and volatility, and the credit quality of any issuer or reference issuer. Any investor interested in purchasing a 
structured product should conduct their own investigation and analysis of the product and consult with their own professional advisers as to the risks involved in making such a 
purchase.
Some investments discussed in this report have a high level of volatility. High volatility investments may experience sudden and large falls in their value causing losses when that 
investment is realised. Those losses may equal your original investment. Indeed, in the case of some investments the potential losses may exceed the amount of initial investment, in 
such circumstances you may be required to pay more money to support those losses. Income yields from investments may fluctuate and, in consequence, initial capital paid to make 
the investment may be used as part of that income yield. Some investments may not be readily realisable and it may be difficult to sell or realise those investments, similarly it may 
prove difficult for you to obtain reliable information about the value or risks to which such an investment is exposedprove difficult for you to obtain reliable information about the value, or risks, to which such an investment is exposed. 
This report may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the report refers to website material of CS, CS has not reviewed the linked 
site and takes no responsibility for the content contained therein. Such address or hyperlink (including addresses or hyperlinks to CS’s own website material) is provided solely for 
your convenience and information and the content of the linked site does not in any way form part of this document. Accessing such website or following such link through this report 
or CS’s website shall be at your own risk.
This report is issued and distributed in Europe (except Switzerland) by Credit Suisse Securities (Europe) Limited, One Cabot Square, London E14 4QJ, England, which is regulated in 
the United Kingdom by The Financial Services Authority (“FSA”). This report is being distributed in Germany by Credit Suisse Securities (Europe) Limited Niederlassung Frankfurt am 
Main regulated by the Bundesanstalt fuer Finanzdienstleistungsaufsicht ("BaFin"). This report is being distributed in the United States by Credit Suisse Securities (USA) LLC ; in 
Switzerland by Credit Suisse; in Canada by Credit Suisse Securities (Canada), Inc..; in Brazil by Banco de Investimentos Credit Suisse (Brasil) S.A.; in Japan by Credit Suisse 
Securities (Japan) Limited, Financial Instrument Firm, Director-General of Kanto Local Finance Bureau (Kinsho) No. 66, a member of Japan Securities Dealers Association, The 
Fi i l F t A i ti f J l h i A i /P ifi b hi h f th f ll i i th i t l th i d tit i th l t j i di ti C dit S i (HFinancial Futures Association of Japan; elsewhere in Asia/Pacific by whichever of the following is the appropriately authorised entity in the relevant jurisdiction: Credit Suisse (Hong 
Kong) Limited, Credit Suisse Equities (Australia) Limited , Credit Suisse Securities (Thailand) Limited, Credit Suisse Securities (Malaysia) Sdn Bhd, Credit Suisse Singapore Branch, 
Credit Suisse Securities (India) Private Limited, Credit Suisse Securities (Europe) Limited, Seoul Branch, Credit Suisse Taipei Securities Branch, PT Credit Suisse Securities 
Indonesia, and elsewhere in the world by the relevant authorised affiliate of the above. Research on Taiwanese securities produced by Credit Suisse Taipei Securities Branch has 
been prepared by a registered Senior Business Person.  Research provided to residents of Malaysia is authorised by the Head of Research for Credit Suisse Securities (Malaysia) 
Sdn. Bhd., to whom they should direct any queries on +603 2723 2020.
In jurisdictions where CS is not already registered or licensed to trade in securities, transactions will only be effected in accordance with applicable securities legislation, which will vary 
from jurisdiction to jurisdiction and may require that the trade be made in accordance with applicable exemptions from registration or licensing requirements. Non-U.S. customers 
wishing to effect a transaction should contact a CS entity in their local jurisdiction unless governing law permits otherwise. U.S. customers wishing to effect a transaction should do so 
only by contacting a representative at Credit Suisse Securities (USA) LLC in the U.S. y y g p ( )
Please note that this report was originally prepared and issued by CS for distribution to their market professional and institutional investor customers. Recipients who are not market 
professional or institutional investor customers of CS should seek the advice of their independent financial advisor prior to taking any investment decision based on this report or for 
any necessary explanation of its contents. This research may relate to investments or services of a person outside of the UK or to other matters which are not regulated by the FSA or 
in respect of which the protections of the FSA for private customers and/or the UK compensation scheme may not be available, and further details as to where this may be the case 
are available upon request in respect of this report.
Any Nielsen Media Research material contained in this report represents Nielsen Media Research's estimates and does not represent facts. NMR has neither reviewed nor approved 
this report and/or any of the statements made herein.
If this report is being distributed by a financial institution other than Credit Suisse, or its affiliates, that financial institution is solely responsible for distribution. Clients of that institution 
should contact that institution to effect a transaction in the securities mentioned in this report or require further information. This report does not constitute investment advice by Credit 
Suisse to the clients of the distributing financial institution and neither Credit Suisse its affiliates and their respective officers directors and employees accept any liability whatsoever
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Suisse to the clients of the distributing financial institution, and neither Credit Suisse, its affiliates, and their respective officers, directors and employees accept any liability whatsoever 
for any direct or consequential loss arising from their use of this report or its content.
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