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Consumers are abandoning brick & mortar retailers and flocking to Amazon (and e-com-

merce in general).  Amazon is highly convenient, allows for easy price comparisons, and 

is cheaper. As discerning investors, we need to know what areas of retail we should avoid 

and where the opportunities can be found. 

 

It is quite amazing how the entire retail sector has been trampled over by a single company that 

began its life as an online book retailer barely 20 years ago.  Regardless of its humble beginnings, 

Amazon has risen to become the 4th most valuable company by market capitalization and has 

annual net revenue of $150 billion.   

Through its rise, the company has filled an entire graveyard with the corpses of the brick and 

mortar retailers that could not adapt quickly enough to the new paradigm.  Even President Trump 

has publically called out Amazon for destroying jobs as thousands of retail locations are forced to 

close.  As dispassionate investors we can look past job losses and focus on what sectors do we 

need to avoid and where can opportunities be found. 

Left for dead – Avoid 

There are approximately 1,100 shopping malls in the US and some analysts estimate that we 

could see anywhere from 20% to 30% of them close in just the next 5 years. This is not only a 

major problem for retailers but also for the REITs that own most of the malls. These shopping 

malls were traditionally anchored by major department and apparel retailers such as Sears, 

Macy’s, and J.C. Penney and those have been hit hard by the shift in consumers’ shopping pref-

erences.   

Consumers are attracted to Amazon (and e-commerce in general) because it is highly convenient, 

cheaper and allows for easy price comparisons. The idea that consumers value being able to 

physically touch an item is just about dead. The smaller apparel retailers in particular have been 

shuttering stores at an alarming clip and those that remain open are trapped in a downward spiral 

where high list prices combined with a lack of any meaningful differentiation are forcing them to 

continually run sales to drive any traffic. Sometimes these companies can seem attractive on a 
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valuation basis, but with deteriorating fundamentals they can easily become “value traps”.  Best 

to avoid these types of companies.   

In the crosshairs - buyer beware 

While the damage done to apparel stores is hard to deny, there are sectors that Amazon has 

recently targeted along with others that the market is merely speculating could be next.  Lately, 

media coverage has been focused on Amazon’s $13.7 billion acquisition of grocery chain Whole 

Foods.   

Amazon had long been nipping at the edges of the grocers with the ability to offer many non-

perishable items at lower costs.  However, the grocers had always maintained that fresh foods 

were their ace in the hole against Amazon.   

With the acquisition of Whole Foods, Amazon not only slashed the once high-end grocer’s prices 

but also obtained a strong platform from which to deliver fresh foods. This has sent the shares of 

grocery stores such as Kroger and Upervalu tumbling.   

Aside from the obvious impact to the grocers, some analysts fear that food distributors like Sysco 

could be next on the list, because if Amazon is going to get into the retail food distribution market 

why wouldn’t it target wholesale distribution as well? Speaking of distribution, there has been 

some evidence that Amazon is making inquiries into the pharmaceutical distribution business. 

This would go right after the businesses of AmerisourceBergen, Cardinal Health and CVS.       

Putting up a Fight - investable  

WalMart is widely acknowledged to be the leader of brick and mortar retailing.  For decades it was 

the company that was destroying other retailers before relinquishing that title to Amazon.  It has 

massive scale with sales that are roughly triple those of Amazon, which it can leverage to get 

lower pricing from suppliers, leading to competitive pricing even with Amazon.   

As formidable as WalMart sounds, some analysts expect that Amazon could surpass WalMart’s 

annual revenue by 2025. That does not mean WalMart’s management is sitting idle while Amazon 

rampages through retail, but it is hitting back as hard as it can.    

The company has a strong balance sheet and cash flow that enabled it to make strategic acqui-

sitions such as the $3 billion purchase of Amazon clone Jet.com and invest into new innovation 

that can give it some differentiation. One recent innovation that is still in the trial phase is a service 

that delivers food straight to your fridge. Take that Amazon!  
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Defensive moats - Where we want to be   

One of the keys to a successful business is having a defensible moat against competition.  As 

tough as Amazon can be, there are some retailers whose core businesses are protected by such 

a moat.  Some of the most celebrated examples of this are home improvement stores Home Depot 

and Lowe’s.   

Both stores have trained sales associates that can offer advice to consumers in the midst of a 

project.  Many times, this advice leads to an instant sale of an item that resolves the consumer’s 

issue.  Furthermore, both companies sell items that are not very practical to ship due to their bulk 

(80 pound bags of mortar mix come to mind).   

A similar moat, although probably not as deep as those of the home improvement stores, are the 

Autoparts retailers (AutoZone, O’Reilly, Genuine Parts). These stores also rely on their associates 

to offer expert advice to the consumer, and in some cases help with the installation of a purchased 

item. 

A different business model that also has proven to be more resilient to Amazon is the deep value 

chain, such as TJ Maxx and Ross Stores. Although these stores derive a large portion of their 

revenue from sales of apparel (right in Amazon’s wheelhouse) they only acquire items at a deep 

markdown from normal department stores. These companies only opportunistically purchase mer-

chandise from manufacturers which means they tend to receive closeout items at a steep dis-

count.  

Consumers are attracted to these stores not only for the prices (anywhere from 20% to 80% off 

normal department store prices), but also for the treasure hunt aspect of finding a designer item 

for $9.99. A further advantage to these stores is that they are typically not located in large shop-

ping malls and, therefore, were never dependent on the foot traffic generated by the malls. 

 

 

               

  



 

 

 

 

  
4 

 

Disclaimer – Legal notice 
 
This document has been prepared by Credit Andorrà Financial Group. 
 
This document is for distribution only as may be permitted by law. It is not directed to, or intended for, distribution or use by any person or 
entity who is a citizen or resident of or located in any jurisdiction where such distribution, publication, availability or use would be contrary 
to law or regulation or would subject Crèdit Andorrà Financial Group to any registration or licensing requirement within such jurisdiction. 
The information contained in this document represents the opinion of Crèdit Andorrà Financial Group’s analysts on markets and could be 
modified and/or updated without prior warning. This document is published for general background information purposes, and although the 
information and data herein are obtained from sources believed to be reliable, neither Crèdit Andorrà Financial Group nor any of its analysts 
guarantee or take the responsibility that the information contained herein is complete or accurate. Financial analysts and any other relevant 
people involved in the preparation and dissemination of this document are independent of those holding a significant interest in the purpose 
of the report. In no event, a compensation has been received from issuers or there is a commitment or engagement in order to produce 
favourable reports. Statements included in this document, including opinions, projections and estimates, are nonfactual in nature and 
assume certain economic conditions and industry developments, and constitute only current opinions that are subject to change without 
notice. Certain information contained herein constitutes “forward-looking statements”, which can be identified by the use of forward-looking 
terminology such as “may”, “will”, “should”, “expect”, “anticipate”, “project”, “estimate”, “intend”, “continue” or “believe”, or the negatives 
thereof or other variations thereon or comparable terminology. Due to various risks and uncertainties, actual events or results or their actual 
performance may substantially differ from those reflected or contemplated in such forward-looking statements. As a result, they must not 
be taken into account either as a reliable source of future performances or guarantee to reach such outcomes. Data related to outcomes 
of financial instruments, financial indices, financial measures or investment services that may be contained in this document, may be 
conditioned by commissions, fees, taxes or associated expenses to be borne by such gross results, prompting, among other things, a 
decrease on the outcomes that may be either higher or lower depending on the particular circumstances of the investor.  
 
This document does not constitute an offer on behalf of Crèdit Andorrà Financial Group nor any of its analysts. This document is not in any 
case intended to be taken as a buy or sell personal recommendation on neither assets, nor a representation that any investment strategy 
or recommendation is suitable or appropriate to an investor’s individual circumstances. Neither this document not its contents shall form 
the basis of any contract, commitment or decision of any kind. The relevant readers shall make their decisions based on their own analysis 
and with the advice of independent advisors that they deem appropriate. In any case, it will not be understood that in distributing the present 
document neither Crèdit Andorrà Financial Group nor its analysts are making any personal investment recommendations. Trading in finan-
cial markets can involve considerable risks and requires constant monitoring of current positions. Neither Crèdit Andorrà Financial Group 
nor its analysts, employees or managers assume any liability for any investment or disinvestment decisions based on this publication, nor 
for any losses that could result from investment or disinvestment decisions based on this document. Any statements contained in this 
document referred to information, opinions or data provided by a third party will represent in any case Crèdit Andorrà Financial Group’s 
interpretation of such data, provided either publicly or through a subscription service. Such use and interpretation have not been reviewed 
by the aforementioned third party; therefore, neither Crèdit Andorrà Financial Group, its affiliates nor its analysts offer any guarantees, 
either express or implicit, regarding their accuracy, integrity or correctness. 
 
The information contained in this publication is strictly confidential. No part of this publication may be reproduced, transformed, distributed, 
published, forwarded or used in any manner without the prior written permission of its author. Any publication, modification or update of 
this material is subject to variable periodicity and does not imply any obligation on behalf of Crèdit Andorrà Financial Group. 
 
Note for: 
 

• Andorran investors: this document has been prepared by Crèdit Andorrà Financial Group, and it is distributed by either Crèdit 
Andorrà, SA or Credi-Invest, SA, both entities authorised, regulated and supervised by the Institut Nacional Andorrà de Finances 
(INAF). 

• Spanish investors: this document has been prepared by Crèdit Andorrà Financial Group and it is distributed by Banco Alcalá, 
SA, entity authorised, regulated and supervised by the Banco de España and the Comisión Nacional del Mercado de Valores 
(CNMV). 

• US investors: this document has been prepared by Crèdit Andorrà Financial Group and it is distributed by Beta Capital Manage-
ment, LLC (IARD No. 154894), a registered investment adviser approved to conduct business on October 2012, and authorized, 
regulated and supervised by the US Securities and Exchange Commission (S.E.C.). 

• Luxembourg investors: this document has been prepared by Crèdit Andorrà Financial Group and it is distributed by Banque de 
Patrimoines Privés, SA, entity authorised, regulated and supervised by the Commission de Surveillance du Secteur Financier 
(CSSF). 

• Swiss investors: this document has been prepared by Crèdit Andorrà Financial Group and it is distributed by Private Investment 
Management, SA, entity authorised, regulated and supervised by the Association Suisse des Gérants de Fortune. This document 
is not a product of any “Financial Research Unit” and it is not subject to the "Directives on the Independence of Financial Research" 
of the Swiss Bankers Association. This document has not been prepared in accordance with the legal and regulatory requirements 
that promote the independence of research and it is not subject to any prohibition on dealing ahead of the dissemination of 
investment research. Therefore, regulatory restrictions on Crèdit Andorra Financial Group dealing in any financial instruments 
mentioned at any time before it is distributed do not apply. 

• Mexico investors: this document has been prepared by Crèdit Andorrà Financial Group and it is distributed by CA México Ase-
sores Patrimoniales en Inversiones Independientes, SA de CV., entity authorised, regulated and supervised by the Comission 
Nacional Bancaria y de Valores.  

• Panama investors: this document has been prepared by Crèdit Andorrà Financial Group and it is distributed by either Banco 
Crèdit Andorrà (Panamá), SA, entity authorised, regulated and supervised by the Superintendencia de Bancos and the Superin-
tendencia del Mercado de Valores (SMV), or Private Investment Management Advisors Panamá, S.A., entity authorised, regulated 
and supervised by the Superintendencia del Mercado de Valores (SMV). 


