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Supermarket Retailing, a mature Industry.... but not everywhere

In New Zealand, the Supermarket retailing industry is forecast to grow at 1.9% over the next
five years. That growth rate highlights the saturation level of the industry, with profit growth
more likely to come from a better online presence and increasing efficiency of floor space
rather than roll-out of stores. New Zealand’s leading Supermarket retailer with 53% market

share is Foodstuffs (e.g. Pac ‘n Save, New World and Liquorland).

However, if we replay the development of supermarket retailing in New Zealand over the last
few decades and add a massive young population, under penetration of supermarkets, with
significant swing towards organised retailing to come, then we have the ingredients for a

strong and sustainable growth business for the next decade.
Thriving on Opportunity

The fundamentals of India’s large, youthful, and significant working age population are
resulting in strong and sustainable growth opportunities across many industries. The
increasing attention of global heavyweights such as Walmart and Amazon would hint that
retailing is one such industry. The market size of retailing in India is expected to grow at 12%
p.a. to around US$1.4 trillion by 2024. The drivers of growth for this industry are numerous

and include:

e India’s average age of 27 across a population of 1.3bn

e A shift from unorganised retailing towards organised given reforms such as
Demonetisation and GST placing pressure on smaller businesses (unorganised was
as high as 90%)

e Consumer preference in urban locations towards malls / format experiences

e Rising ticket sizes per person i.e. increasing preference for aggregated purchasing

e Increasing smartphone and internet penetration as well as increasing digital
acceptance by customers is leading to e-tailing growing at circa 30% p.a.

e Technology evolution in connecting with the consumer

One of the formats thriving over the last decades have been the rise of
supermarkets/hypermarkets in India. There are now several players and close to 4000

Supermarket/Hypermarkets in India, with several players continuing to enter the fray.
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Previously this was the domain of India’s Kirana stores i.e. single store, family operated,

small businesses.
Already a success story

Avenue Supermarts (2. 3% weight in the India Avenue Equity Fund), listed on India’s

stock exchanges in March 2017, with an IPO price of around Rs.300. It now trades three
years later at close to 8x that price (market cap A$29bn). Through its main brand DMart, the
company is focused on the supermarket /hypermarket concept as an owner/operator. The
company was founded in 2000 and from its first store in 2002 to operating 214 stores by end
of FY20. Its focus has been on value retailing and the Walmart concept of “everyday low
prices” for its consumers by procuring goods at a competitive price, using both operational

and distribution efficiency.

Figure 1: Financial Information Avenue Supermarts

Financial Years 2016 2017 2018 2019 2020
Stores 110 131 155 176 214
Area million sq. ft 3.3 4.1 4.9 5.9 7.8
Revenue (mn) 85750 118810 150090 199160 246750
Profit (mn) 3180 4830 7850 9360 13500
Store Size 30000 30992 31613 33523 36449

Sales per sq. ft. (mn) 281360 311200 327180 356470 328790

Profit Margin 3.7% 4.1% 52% 4.7% 5.5%

DMart is 52% Food (Groceries, Food & Veg, Beverages and Snacks), 20% Non-Food
(Home, Personal Care and Toiletries) and 28% General Merchandise (Bed, Bath, Home,

Toys, Garments and Footwear).

Profitability is not just being driven by new stores, but also by increasing store sizes and
sales per square metre. Profit margins are also high relative to most retailers globally as the

company benefits from operating leverage.
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Penetration the key driver

At a population of 1.3bn, today it works out to about 370,000 people per store across the
industry. Compare that to Australia’s < 10,000 per supermarket. As the company continues
to drive its store openings in clusters, witnesses continued rise in its sales per square feet
and benefits from its “D-Mart on Wheels” strategy (home-delivery), profitability should grow
substantially (expected to double in the next 4 years from A$260m in FY20). However, given
competition from significant players such as Walmart, Amazon and India’s own Reliance and
Future Retail, this will mean that this opportunity will eventually mature over the next decade
and companies in the space will go from trading at 50-60x multiple to a market multiple.
However, for now the multiple seems more rational given the steep ascent of profitability.
The company also uses WalMart’s playbook by operating in clusters where it has a strong
understanding of customer behaviour in that cluster. Globally what might be accepted as a
cluster could be a 200-300km radius. However, in India that reduces to 50km given logistical
issues (travel time). The opportunity for Avenue Supermarts is through continued roll-out of
stores in clusters. After an initial focus on urban based clusters, the potential for roll-out to

smaller towns and cities is significant as organised retailing continues to penetrate.

Figure 2: Supermarket / Hypermarket operators

Concept Stores Owner of Brand
D-Mart 214 Avenue Supermarts
Best Price Cash & Carry 28 Walmart

Big Bazaar 295 Future Retail

More 602 Aditya Birla Retail
Spencers 120 Goenka Group

Easy Day 1000 Future Retail
Reliance Fresh 1047 Reliance Industries
Star Bazaar 200 Tata / Tesco
Hypercity 17 Future Retail

Spar Hypermarket 25 Landmark Group / SPAR International
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As India’s GDP per capita rises from just over US$2,000 towards China’s $10,000 plus, it
should underpin growth for organised retailing for the next two decades. Beneficiaries will be
those who can embrace technology, consumer preferences and build strong logistics and

efficient supply chains. Avenue Supermarts is well poised to participate!

Disclaimer

The views and opinions contained in this document are those of India Avenue Investment Management Australia
Pty. Ltd. (IAIM) (ABN 38 604 095 954) & AFSL 478233. Equity Trustees Limited (Equity Trustees) (ABN 46 004 031
298) AFSL 240975, is a subsidiary of EQT Holdings Limited (ABN 22 607 797 615), a publicly listed company on
the Australian Securities Exchange (ASX: EQT), is the Responsible Entity of the India Avenue Equity Fund. This
document has been prepared to provide you with general information only and does not take into account the
investment objectives, financial situation or particular needs of any person. It is not intended to take the place of
professional advice and you should not take action on specific issues in reliance on this information. IAIM does
not express any view about the accuracy and completeness of information that is not prepared by IAIM and no
liability is accepted for any errors it may contain. Past performance should not be taken as an indicator of future
performance. You should obtain a copy of the product disclosure statement before making a decision about
whether to invest in this product. No part of this material may be copied, duplicated or redistributed without
prior written permission of IAIM or Equity Trustees. The user will be held liable for any unauthorised reproduction
or circulation of this document, which may give rise to legal proceedings. Information contained here is based on
IAIM’s assumptions and can be changed without prior notice. It is not and may not be relied upon in any manner
as legal, tax or investment advice or a recommendation or opinion in relation to an IAIM financial product or
service, or any other financial product or service. Please consult your advisors, read the relevant offer document
and consider whether the relevant financial product or service is appropriate for you before making any
investment decision. Investment in securities involves risks and there is no assurance of returns or preservation
of capital. Neither IAIM, Equity Trustees, nor any of its related parties, their directors, employees, agents or
representatives shall be liable for any damages whether direct or indirect, incidental, special or consequential
including lost capital, lost revenue or lost profits that may arise from or in connection with the use of this
information.




