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Luxury goods holding company Richemont (CFR) has been a long-term position in several of Northstar’s equity 
funds and is currently a Top 10 holding in the Northstar SCI* Equity Fund. More than half of group revenue and 
over 90% of earnings before interest and tax (EBIT) come from jewellery and Richemont has a strong presence in 
China, where robust medium-term demand for luxury goods is expected. 

Chart 5: Revenue contribution by sector H1 2022                         Chart 6: Revenue contribution by region H1 2022

Source: Northstar Asset Management  

The group’s news release early in November 2021 about discussions with global luxury platform Farfetch has 
generated significant interest as it has the potential to catalyse a key aspect of Richemont’s investment case.
Jewellery and exceptional brand equity underpin the group’s results. 

The four central aspects of Richemont’s investment case are:
1.	Good medium-term jewellery growth supported by emerging market demand and changing demographics that 

are likely to see global jewellery outpace other luxury categories through the cycle.
2.	The group has significant brand equity in the form of its centuries-old heritage brands, which are difficult to 

replicate and command significant pricing power, allowing it to further entrench its dominant position as a 
global jewellery maker.

RICHEMONT: Revisiting the 
investment case

Richemont’s recent stellar results demonstrate the benefits of the group’s strong position in jewellery and presence 
in fast-growing emerging markets. However, the underperforming online distribution channel has not only been 
a capital allocation disaster, but also remains a significant drag on margins and valuations. The announcement of 
discussions with global luxury platform Farfetch could represent an elegant solution that both brings YNAP to scale 
and further expands distribution for Richemont’s Maisons.

Marco Barbieri, Director SA Equities
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3.	Fixing its loss-making online retailer YOOX NET-A-PORTER (YNAP).
4.	Demonstrating better capital discipline and improving its ESG characteristics, particularly around management 

and board structure and composition. 

Richemont’s latest results to 30 September 2021 highlight that both the first and second points of CFR’s investment 
case are intact, showing strong earnings momentum despite Covid-19 disruptions with both sales and earnings 
handsomely beating consensus and our estimates.

Although the rebound in sales has been broad-based with watch sales and the “Other” category rebounding too, 
the contribution from jewellery is now even larger (93% of EBIT excluding online distributors) and continues to 
underpin Richemont’s exceptional brand equity. 

Richemont’s rebound in earnings post the Covid lows (+29%) not only exceeded most estimates but also 
outperformed industry peers such as LVMH and Kering on a constant foreign exchange basis over the past 2 years.

Chart 7: Constant FX  growth by peers, rebased to 100 in 2019 

Source: Company data, SBGS analysis and estimates

Poor capital allocation has impacted returns
While we are comfortable that Richemont’s brand equity strength remains intact and medium-term jewellery 
growth prospects are robust, poor capital allocation decisions over the past 10 years have impacted the group’s 
return on invested capital (ROIC), resulting in a steady decline since 2012. 
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Chart 8: Richemont ROIC vs industry ROIC FY2000-2020

 

Source: Company reports, Bernstein analysis

The main reasons for this decline are:
1.	Bad strategic decisions in the watch business, including price increases and weak innovation, that resulted in 

subsequent inventory buy-backs, price cuts and wholesale reductions lasting several years. These challenges 
have now been broadly resolved after significant restructuring and management changes.

2.	Poor online strategy and sub-optimal capital decisions relating to YNAP. Despite significant investment, YNAP 
remains a loss-making unit and contributes less than 5% to total group sales.

YNAP – a case study in poor capital allocation
Richemont acquired a 25% stake in London-based e-commerce business Net-a-Porter (NAP) in 2002 to support 
the group’s online distribution strategy. In 2010, Richemont increased its stake to 100% for a consideration of 
€392mn. In 2015, NAP merged with Italian-based off-price fashion e-retailer Yoox to create YNAP, with Richemont 
selling 50% of NAP at around €1.2bn. 

Having been compelled to invest more capital to fund its losses, revamp the business and improve its tech 
platforms, in 2018 Richemont acquired 100% of YNAP for €2.8 billion, placing the value of the merged business 
at €5.3bn.

YNAP has generated cumulative losses of over €1bn and does not appear to be making material advances 
against industry peers. Despite its relatively small size in the group, its impact on group margins is severe – our 
calculations indicate that these are currently depressed by 5%. Based on reasonable estimates (capitalising the 
loss at Richemont’s current rating), YNAP may currently be depressing valuation estimates by as much as 25% 
(Bernstein).

The announced tie-up with Farfetch therefore provides some hope that YNAP can start to realise its full potential 
without significant further investment, as Farfetch has shown exceptional growth in gross merchandise value 
(GMV) over the last 5 years.
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Chart 9: YNAP vs Farfetch (EU mn)

 
Source: Company reports

According to Richemont’s statement, Farfetch will invest directly into YNAP as a minority shareholder, allowing 
it to leverage Farfetch Platform Solutions, an end-to-end, multichannel e-commerce solution for luxury fashion 
brands. Richemont’s Maisons will also be able to join Farfetch’s marketplace and leverage its technology. The 
group stated that its ultimate objective is to create a neutral online distribution platform with no controlling 
shareholders. 

Fixing YNAP should unlock further value
We believe the cooperation agreement goes a long way to resolve the capital required for YNAP to achieve scale 
and should accelerate its growth and contribution to group sales as a result of technology inputs and the benefit 
of network effects from Farfetch. 

With Richemont’s jewellery business benefiting from strong demand, robust forecast growth and increasing pricing 
power, the successful execution of a sound medium-term online strategy has the potential to improve margins 
and returns on capital. While concerns remain around the group’s governance structure, at current valuations 
medium-term prospects remain attractive.

*SCI refers to Sanlam Collective Investments
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CIS DISCLOSURES

Sanlam Collective Investments (RF) (Pty) Ltd is an approved Manager in terms of the 

Collective Investment Schemes Control Act, 2002. Collective investment schemes in 

securities are generally medium- to long-term investments. The value of participatory 

interests or the investment may go down as well as up. Past performance is not 

necessarily a guide to future performance. Sanlam Collective Investments (RF) (Pty) 

Ltd (the manager) does not provide any guarantee, either with respect to the capital 

or the return of a portfolio. The manager has the right to close certain portfolios 

to new investors, in order to manage it more efficiently, in accordance with its 

mandate. Collective investment schemes are traded at ruling prices and can engage 

in borrowing and scrip lending. The collective investment scheme may borrow up to 

10% of the market value of the portfolio to bridge insufficient liquidity. Annualised 

returns are period returns re-scaled to a period of one year. This allows investors to 

compare returns of different assets that they have owned for different lengths of time. 

Actual annual figures are available to the investor on request. Performance is based 

on NAV to NAV calculations with income reinvestments done on the ex-div date.  

Performance is calculated for the portfolio and the individual investor performance 

may differ as a result of initial fees, actual investment date, date of reinvestment 

and dividend withholding tax. Investment performance calculations are available for 

verification upon request by any person. Different classes of participatory interests 

apply to these portfolios and are subject to different fees and charges. Forward 

pricing is used. The portfolio valuation time is 08h00 for fund of funds and 15h00 for 

all other portfolios and the transaction cut-off time is 14h00. The transaction cut-off 

time should be 14h00, for portfolios except fund of funds, but execution is not always 

guaranteed. If execution could not take place on the same day, it will take place the 

next business day, or at the earliest possible opportunity. For fund of funds, the cut-

off time for the execution of trades is 14h00 on the day preceding the pricing date. 

Foreign securities within portfolios may have additional material risks, depending on 

the specific risks affecting that country, such as: potential constraints on liquidity 

and the repatriation of funds; macroeconomic risks; political risks; foreign exchange 

risks; tax risks; settlement risks; and potential limitations on the availability of market 

information. Fluctuations or movements in exchange rates may cause the value of 

underlying international investments to go up or down. Investors are reminded that 

an investment in a currency other than their own may expose them to a foreign 

exchange risk. The terms and conditions, a schedule of fees, charges and maximum 

commissions, performance fee frequently asked questions as well as the minimum 

disclosure document (MDD) and quarterly investor report (QIR) for each portfolio 

are available on Sanlam Collective Investments’ website at www.sanlaminvestments.

com. Associates of the manager may be invested within certain portfolios and the 

details thereof are available from the manager.

THE FINANCIAL ADVISORY AND INTERMEDIARY SERVICES ACT, 2002

Northstar Asset Management Proprietary Limited is an authorised financial services 

provider in terms of the Financial Advisory and Intermediary Services Act 2002. All 

information contained in this document should not be construed, or relied upon, as 

advice. If you require financial and/or investment advice, please engage the services 

of an independent financial adviser.

INFORMATION AND CONTENT

The information and content (collectively 'information') accessible in this document 

are provided by Northstar as general information about the company and its 

products and services. Northstar does not guarantee the suitability or potential value 

of any information or particular investment source. Any information in this document 

is not intended nor does it constitute financial, tax, legal, investment, or other advice. 

Nothing contained in any service or any other content in this document constitutes a 

solicitation, recommendation, endorsement or offer by Northstar. Nothing contained 

in any service or any other content in this document constitutes a solicitation, 

recommendation, endorsement or offer by Northstar. Illustrations, forecasts or 

hypothetical data are not guaranteed and are provided for illustrative purposes 

only; returns or benefits are dependent on the performance of underlying assets or 

other variable market factors; there are risks involved in buying or selling a financial 

product; past performances are not necessarily indicative of future performances; 

and no guarantees are provided.

NORTHSTAR ASSET MANAGEMENT

Northstar Asset Management (Pty) Ltd

Registration No. 1996/001423/07 | FSP number 601

Suite 1A, Madison Place, Alphen Office Park, Constantia Road,

Constantia PostNet Suite #784, Private Bag X16, Constantia 7848

Tel +27 (0)21 810 8400 | Fax +27 (0)21 794 2885

info@northstar.co.za | www.northstar.co.za

SANLAM COLLECTIVE INVESTMENTS

Sanlam Collective Investments (RF) (Pty) Ltd

Registration No. 1967/002865/07

2 Strand Street Bellville, 7530 PO Box 30, Sanlamhof, Bellville, 7532

Tel +27 (0)21 916 1800 Fax +27 (0)21 947 8224

service@sci.sanlam.com, www.sanlaminvestments.com

Please refer to our website for directors & company secretary details

DISCLAIMER

The Management of portfolios is outsourced to Northstar Asset Management 

(Pty) Ltd, (FSP) Licence No. 601, an Authorised Financial Services Provider under 

the Financial Advisory and Intermediary Services Act, 2002. This information is not 

advice, as defined in the Financial Advisory and Intermediary Services Act (No. 37 of 

2002). Please be advised that there may be representatives acting under supervision. 

The manager retains full legal responsibility for the co-named portfolios. Legal 

Information http://northstar.co.za/page/legal-information/


