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CASE STUDY: Fundamental
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SUSTAINABLE WORKPLACE PRACTICES CAN HELP
COMPETITIVE POSITIONING IN THE RETAIL SECTOR
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We evaluated a major US retailer whose unique model
allows the company to successfully balance shareholder
returns and customer value with employee and sustainability
responsibility. The retailer operates a membership model
whereby customers pay an annual fee in return for
big discounts on products. The company stocks fewer
product varieties than a typical retailer (around 3,700
items, compared to over 100,000 items at the largest US
retailer), and predominantly stocks large pack sizes. As well
as increased buying power allowing it to drive down the
prices paid to suppliers and charged to consumers, the bulk
purchase model benefits the company through:
bulk packaging requiring less material – and using the
same packaging to ship merchandise as to display
it – which reduces costs while being environmentally
friendly;

■

■

bulk products being less labour-intensive to stock,
allowing for significantly higher revenue generation per
employee (orange column in figure 1).

We like the retailer as an investment due to:
■

its high recurring stream of income from the annual
membership fee (about 70% of operating profits);

■

lower online disintermediation risk than other retailers
due to already industry-low margins;

■

believing its profitability will be less at risk from wage
increases than its competitors due to its notable fair
treatment of staff.

Figure 1: Revenue per employee. Source: ClearBridge Investments, company reports
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One of the largest costs for retailers is employees, and
the US is in an environment of an increasingly tight labour
supply and rising minimum wages. In Massachusetts, the
minimum wage has risen 38% over three years to US$11
per hour and cities including Los Angeles are moving the
minimum wage to US$15 per hour by 2020. State-mandated
minimum wage increases across the US are driving the
national wage closer to US$9 per hour even as the federal
mandate stays unchanged at US$7.25.

As an example of this impact, the largest US retailer
announced it will raise its starting minimum wage to US$10
per hour nationally and overall average hourly wages will
reach around US$12.50. This will come at a run-rate pretax cost of US$2.7 billion, which has effectively reduced
the company’s earnings power 11% (Retailer 2 in figure
3). Another major retailer announced a similar increase in
wages and will face an 8% drop in earnings (Retailer 3 in
figure 3).

