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Feedback from roadshow with management
As the implementation of the plan is well underway…
During our roadshow with the group's CEO (Alexandre Bompard) and CFO (Matthieu
Malige) in Paris, management reiterated its confidence in its ability to redesign the
whole commercial offer. The more explicit customer-centric approach has already
proven its worth in Argentina and is currently proving its worth in Spain. The move
should be achieved through the restructuring of non-food categories, the
transformation of food categories and the construction of e-commerce. Carrefour has:
•
Redesigned its brand to make it sustainably differentiated (through Act for
Food, private labels and organic);
•
Reduced its selling space by 100,000sqm (out of the 350,000sqm targeted
across the geographies, especially in non-food);
•
Halved its pricing gap with Leclerc (c.3pts according to the latest Lineaires’
price index vs. >6pts at end of 2017). This gap could narrow again in H2
2019 as the index, calculated throughout H1, does not seem to fully reflect
the latest price investments (we believe the gap could come closer to 2pts).
•
Amended its commercial strategy from promotions (bargain hunters are the
most expensive to attract and the most volatile) to loyalty (through
attractive multi-format loyalty programs and everyday low price);
•
Begun to catch up on e-commerce (grocery e-commerce is up 30%, already
1,500 drives across the geographies o/w 100 pedestrian drives in France).

Market Data
Bloomberg / Reuters

EUR12,678m

E.V.
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Free Float

Towards limited margin improvement before a potential return on
operational leverage
For the time being, cost-cutting initiatives (EUR1.4bn generated out of the EUR2.6bn
targeted by FY2020) are almost entirely used to finance: 1/ price investments; 2/ the
redesign of the whole commercial offer o/w e-commerce; 3/ still negative operating
leverage. That said, we understand from management that the EBIT margin
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Clément Genelot
33(0) 1 56 68 75 60
cgenelot@bryangarnier.com
Click here to download document

65%

Avg. Daily volume (6m)

2 398

12m high / low

EUR18.1 / EUR14.4

Ytd Perf.

EURM
Sales

5.3%

12/18

EBITDA

-4.4%

3.1%

3.0%

3,627

3,998

4,329

6.7%

10.2%

8.3%

1,905

2,028

2,260

2,446

6.5%

11.4%

8.2%

866.0

950.0

1,095

1,209

9.7%

15.2%

10.4%

% Change

74,963

12/21

3,399

% Change
Net Income

12/20

72,686

% Change
Current EBIT

12/19

76,000

% Change

…market share losses in France are set to repeat in the short-term
Although necessary to fuel the commercial recovery, these measures (i.e. selling
space reduction, more limited promotions and price investments) imply a negative
impact on the top line in the short-term according to management, and further
market share losses in France in Kantar’s future publications. It is too soon to expect
an uptick in volumes following price investments as management does not yet see any
elasticity on volumes. From our perspective, we still have a 12-month period in mind,
implying a potential reaction on volumes from the end of H1 2020. In this respect, we
believe Q3 2019 could be soft in France, especially since the back-to-school period
used to be a very promotional period for Carrefour and also given the unfavourable
comparison base. We noted no change in message regarding the other geographies
except for Spain, which seems to benefit from revived in-store traffic since the end
of Q2.

CA FP/CARR.PA

Market Cap.

77,233

12/18

12/19

12/20

12/21

EV/Sales

0.2x

0.2x

0.2x

0.2x

EV/EBITDA

5.0x

4.6x

4.0x

3.5x

22.9x

21.3x

7.6x

6.2x

1.12

1.25

1.44

1.59
10.2%

EV/EBIT
EPS
% change
P/E
Div Yield

12.0%

14.9%

14.0x

12.5x

10.9x

9.9x

3.8%

4.2%

4.5%

4.6%

Next Catalyst: Q3 2019 sales around mid-October

Last FV Change:
2019-7-26, EBIT margin finally stabilizing in France
Last Report:
2019-8-28, Carrefour and Casino in LatAm: It’s a Match!

improvement in France will remain limited in 2019 and 2020 (we still factor +10bp for 2019 and +20bp for 2020 into
our model). Beyond 2020, management has been clear about its intention to maintain financial discipline and its
ability to implement new efficiency programmes. We then understand that such new cost initiatives combined with a
successful commercial relaunch, implying the return of operating leverage, would be the key to further improve EBIT
margin. One crucial question, still unanswered at this stage, is of course to know what could be the normative level
of the EBIT margin in France.

Increasingly open discourse about M&A
Whereas from 2017 to H1 2019, the Carrefour teams were entirely focused on implementing the transformation plan,
management now thinks they can handle both the monitoring of the transformation plan and the integration of a
company. Furthermore, the group should present a strengthened financial position by the end of 2019 (we anticipate
a 0.8x net debt/EBITDA ratio pre-IFRS 16 vs. 1.1x in 2018) thanks to the upcoming proceeds coming from China (i.e.
EUR620m) and Cargo (i.e. EUR230m). With an increasingly unstable competitive landscape taking shape in Western
Europe over recent quarters, management intends to maintain a healthy balance sheet to be ready to seize any
opportunity. With a very pragmatic and open-minded approach, specific to Carrefour’s management, every
opportunity would be studied but with a stronger focus on organic and convenience (thus excluding the EUR2bn of
assets to be sold by Casino). While management considers that M&A is not essential to Carrefour’s growth and store
network expansion in Brazil, we still consider our recent scenario with GPA in our report Carrefour and Casino in
LatAm: It’s a Match! to be credible as any opportunity would generate interest from Carrefour.

We continue to favour Carrefour within our European food retailing universe
Carrefour (Buy, EUR21) remains our top pick in our European food retailing universe for its governance stability,
healthy balance sheet and ongoing redesigning of its customer proposition. These are key elements in a lowgrowth/low-margin food retail sector facing the rise of e-commerce, where the competitive landscape is set to evolve
in the medium-term. But we have to admit that buying Carrefour stocks today remains a bet as a noticeable change
in volumes in France from H2 2020 is not assured given the competitive and lacklustre food retail environment.
Investors recently tended to be very focused on the sales performance in France. In this respect, we expect the share
price to remain volatile until the end of the year with the upcoming publications of Kantar Worldpanel and the Q3
sales publication in mid-October.

Bryan Garnier stock rating system
For the purposes of this Report, the Bryan Garnier stock rating system is defined as follows:

Stock rating
BUY

NEUTRAL

SELL

Positive opinion for a stock where we expect a favourable performance in absolute terms over a period of 6 months from
the publication of a recommendation. This opinion is based not only on the FV (the potential upside based on valuation),
but also takes into account a number of elements that could include a SWOT analysis, momentum, technical aspects or the
sector backdrop. Every subsequent published update on the stock will feature an introduction outlining the key reasons
behind the opinion.
Opinion recommending not to trade in a stock short-term, neither as a BUYER or a SELLER, due to a specific set of factors.
This view is intended to be temporary. It may reflect different situations, but in particular those where a fair value shows
no significant potential or where an upcoming binary event constitutes a high-risk that is difficult to quantify. Every
subsequent published update on the stock will feature an introduction outlining the key reasons behind the opinion.
Negative opinion for a stock where we expect an unfavourable performance in absolute terms over a period of 6 months
from the publication of a recommendation. This opinion is based not only on the FV (the potential downside based on
valuation), but also takes into account a number of elements that could include a SWOT analysis, momentum, technical
aspects or the sector backdrop. Every subsequent published update on the stock will feature an introduction outlining the
key reasons behind the opinion.

Distribution of stock ratings
BUY ratings 49,7%

NEUTRAL ratings 43,1%

SELL ratings 7,2%
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