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Foot Locker, Inc. 

NYSE:FL 

Analyst: 

Sector:  

Audrey Barrucand 

Consumer Disc. 

BUY   Price Target: $79.19 

Key Statistics as of 10/07/2016  Catalysts: 

Market Price: 

Industry:  

Market Cap: 

52-Week Range: 

Beta: 

$69.05 

Specialty Retail 

$9.2B 

$50.90-71.67 

0.48 

  GDP growth, holiday shopping season 

 Increasing number of products made by Nike, 

Adidas, etc., especially product line made by 

famous stars 

 
Company Description: 

  

Foot Locker, Inc. is one of the biggest specialty retailers in apparel and footwear. They offer athletic footwear, apparel, and 

equipment for men, women, and kids. The company is currently selling in the United States, Europe, Canada, Australia, 

and New Zealand. Foot Locker operates in two segments: athletic stores, such as Foot Locker, Lady Foot Locker, Kids 

Foot Locker, Champs Sports, Footaction, SIX:02, Runners Point, and Sidestep; and direct-to-customers segment, through 

their online presence. The company generates revenues based on fashion trends within the athletic industry. 
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Thesis 

 In recent years, there has been a surge in health and 

fitness, which creates a greater market and increases 

the demand for Foot Locker’s products. 

 People have become more and more interested in 

buying athletic apparel as a fashion style, not as a 

workout outfit. 

 The newly designed female-focused store format 

SIX:02 has the potential to become one of Foot 

Locker's primary growth engines in 2016 and 

beyond. 

 

Macro Environment 

Looking at the macro environment in the United States, 

real GDP has started picking up since the beginning of 

the year with a Q1 2016 growth of 0.8% and a Q2 2016 

growth of 1.4%. Forecasts predict an upward trend for 

2017. An estimated two-thirds of the U.S. gross domestic 

product comes from retail consumption. 
 

 
 

As for the global environment, economic growth is 

predicted to reach 3.2% in 2016 and 3.4% in 2017, 

according to the IMF. Because Foot Locker is in the 

consumer discretionary sector, its revenues are dependent 

on consumers’ ability and willingness to buy i.e. on GDP 

growth. If the economy is growing, they will be more 

willing to buy non-necessary products. 

 

Industry Outlook 

The retail industry for non-necessary goods is driven by 

GDP growth, employment and interest rates. Looking at 

2017, the forecast is bullish for the industry. Because of 

the growth in the US economy, consumer confidence 

increased and so did personal consumptions, by 1.6% in 

Q1 2016 and by 4.3% in Q2 2016 in 2016. 

 

 

In recent years, e-commerce has been gaining more and 

more success. The shift to e-commerce is pressuring retail 

traffic in the U.S. and a lack of catalysts for improvement 

may further challenge sales at apparel and footwear 

brands, as well as at retailers. 

 

Porter’s Five Forces 

Bargaining Power of Suppliers: Medium/High – 56 
 

Foot Locker is highly dependent on its suppliers, since it 

does not produce its own products. Its main suppliers, 

such as Nike, Adidas, and Under Armour, need to keep 

up with changing fashion trends, in order to appeal to 

customers. If these brands do not supply Foot Locker 

stores, the company will have no products to sell. 

 

Bargaining Power of Customers: Medium – 43 
 

Customers do not have a lot of bargaining power when it 

comes to prices. Items produced by Nike have the same 

price whether they are sold in a Nike store, at a Foot 

Locker store, or at Dick’s Sporting Goods. 

 

Threat of Substitutes: Medium – 67 
 

There are a lot of substitutes in the shoes and clothes 

industry. There are a lot of types of clothes and shoes.  

Foot Locker differentiates itself from any common 

clothes shop by the type of its products and their quality. 

If shoppers are looking for good quality sportswear, they 

will not go to any clothing shop; they will go to a Foot 

Locker, or a direct competitor. 

 

Intensity of Existing Rivalry: Medium – 42 
 

Foot Locker has a few competitors such as Dick’s 

Sporting Goods or Finishing Line. Rivalry between these 

retailers is high but there are not many of them, and 

considering the high demand from shoppers for sporting 

goods, all three shops are selling plenty of products. 

 

Threat of New Competition: Medium – 58 
 

Entering in this industry is difficult. In order to succeed, 

companies must obtain partnerships with reliable 

suppliers and be located in high-traffic areas, such as 

malls. To do so requires a large amount of capital, which 

starting companies do not necessarily have. 

 

https://www.thebalance.com/what-is-gdp-definition-of-gross-domestic-product-3306038
https://www.thebalance.com/what-is-gdp-definition-of-gross-domestic-product-3306038
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Focus on Growth 

Over the past few months, Foot Locker has been going 

through a change in its business model. It has been 

focusing on investing in store remodeling and other 

initiatives to improve productivity and online 

operations. Spending is expected to reach 3.7% of sales, 

based on consensus revenue, up from the projected 2.9% 

in 2015 and 2.7% the previous year. Foot Locker uses 

remodeling and branded shop-in-shops to draw 

incremental traffic and drive sales per square foot in 

existing stores. 

Foot Locker has also been focusing on decreasing its 

stores openings, and managed to yield more revenue and 

profit per square foot after closing underperforming Lady 

Foot Locker stores, which helped gross margins. 

Improved management of store-workers' wages through 

the use of software and other optimization tools also 

helped. 

As well, the newly designed female-focused store format 

SIX:02 has the potential to become one of Foot Locker's 

primary growth engines in 2016 and beyond. The stores 

carry a larger mix of apparel items vs. footwear, 

capitalizing on the expanding popularity of "athleisure" 

and other products from large companies such as Nike 

and Under Armour. This will allow women to shop at 

only one store for a full outfit.  

In the past months, Foot Locker has also been focusing 

on the development of SIX:02, their fitness clothing and 

athletic shoes for women. They are about to open 2 stores 

in NYC in 2017 and 2018. NYC being the US capital of 

fashion, and with increasing fashion trends, the stores will 

hold more fashion led clothes than previously. 

 

Ownership 

Foot Locker is mainly owned by Investment Advisors and 

Hedge Fund Managers. 

The ownership for Hedge Fund Managers has always 

been low, with a high of 16% in 2013. It has seen an 

increase of 1% in the past month, meaning hedge fund 

managers are increasingly confident the stock will 

increase, especially since the beginning of the year, with a 

3.5% increase in ownership. 

 

Hedge fund manager trend: 

 
 

Financials 

Foot Locker is in a good position financially with 

increasing comparable revenues over the past 5 years, as 

well as consistent growth in EBITDA, and net margins. 

 

 
 

As for profitability, Foot Locker has also been increasingly 

profitable with a return on investing capital of 21.93 in FY 

2016, double the one from 2011. 

 

 
 

A negative point about Foot Locker’s financials is the fact 

that they keep a lot of cash on hand, without reinvesting 

it for a greater return (twice the amount since 2011; over 

$1B). This cash could be used to expand its business or 

continue growing some of its smaller lines, or 

internationally, as predicted by analysts. 

As for its products segments, Foot Locker's brick-and-

mortar stores generated 87% of total revenue in fiscal 

2016, followed by the company's e-commerce sites 

including Footlocker.com and Eastbay.com (13%). The 

U.S. market represents 72% of total sales. 

Looking at the 3-year growth, its stores sales increased by 

5.12% compared to 15.42% for its direct-to-customers 

segment. There could be an opportunity for further 

development of its direct-to-customer segments, 

especially since people find less and less time to go 

shopping and are more and more shopping online. 

Compared to competitors, the consistent expansion in 

same-store sales and efficient cost controls enables Foot 

Locker to lead its peer group in profitability. The retailer's 

fiscal 2016 operating margin was well above the Finish 

Line (4.4%) and Dick's Sporting Goods (7.5%)
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Valuation 

The target price that was calculated in the pro forma is 

$79.19 with an intrinsic value of $68.15. According to the 

sensitivity attribution analysis, revenues and operating 

expenses are what mostly drive the stock price.  

To obtain this result, the growth rate was kept equal to the 

last reported, even if it is expected to increase in the next 

quarter. As for operating expenses, they remained the 

same as historical, even if Foot Locker showed a slight 

increase in its gross and net margins. Moreover, the beta 

played a big role in this valuation as Foot Locker is very 

sensitive to it. It was historically reported at 0.72 and last 

reported at 0.52. A beta of 0.7 was added for the 

continuing period, meaning that values were added in a 

conservative manner. The result of $68.15 for the intrinsic 

value shows that Foot Locker is a little overvalued, but 

taking into account its expected growth, the stock will rise. 

 

Risks 

As stated before, Foot Locker is highly dependent on its 

suppliers, such as Nike. Foot Locker’s exposure to Nike’s 

products was 72% in 2015. But with the rising popularity 

of fashion-oriented athletic footwear, including recent 

successes from Adidas and Under Armour, it may reduce 

Foot Locker's reliance on Nike's products. A large 

exposure to just one vendor elevates the risk of lost sales 

in the case of disruptions in product supply, which is a 

non-negligible risk for investors. 

 

 
 

Changes in fashion trends can also negatively affect the 

sales of the business. Retail stores have to constantly keep 

up with changing styles and can lose a lot of money it they 

do not. 
 

 

 

 

Important Dates and Catalysts 

When the next line of products made by a star comes out, 

sales will increase dramatically. The price of the stock 

could follow that trend if investors become more and 

more confident in the stock. There is a new line coming 

out at least every 6 months, whether it is from Nike, Puma, 

etc. 

Another date to look at would be the day of the Q3 

earnings call, November 18th. During last quarter’s 

(8/19/16), the price of the stock increased from 61.68 to 

68.49 on the day, with a volume increase to 11.840 M from 

an average of 1.934 M. Next quarter’s earning call could 

have the same impact, if it again beats the estimates.  

 

Summary 

Foot Locker is a company with opportunities of growth. 

By focusing on growing some lines of its business, such 

as SIX:02, it can grow its revenues  and thus,  increase the 

value of its stock and attain the target price of  $79.19  

within a year, especially if GDP growth keeps increasing 

in the next quarters, and consumer  confidence  increases. 

With increasing demand for these products, from sports 

addicts to simple fashion junkies, Foot Locker is bound 

to see its revenues increase as well as its stock price.
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