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Holland Views: JD Wetherspoon – Price: £13.20; MCap: £1.7bn 
  

Walton on Thames  
 

 

“There is only one boss. The customer. And he can fire everybody in the company from 

the Chairman on down, simply by spending his money somewhere else.”  

– Sam Walton, Wal Mart founder 

True EDLP businesses, i.e. businesses that share the benefits of scale are a rarity for UK investors. 

Yet in JD Wetherspoon we have one whose owner manager treks to Omaha, writes an annual 

report cloned from Berkshire Hathaway and distributes Sam Walton’s biography to its top 100 

executives. Oh, and its customers save an aggregate c.£500m in a typical year!  

Like Sam Walton, Tim Martin is an obsessive owner manager who ‘gets’ that retail success is a 

result of a thousand cumulative details. Martin and his team are playing a long game, deferring 

today’s profitability in order to build market share, cement customer satisfaction and loyalty. 

Martin regularly admits he could double profits at the drop of a hat simply by raising prices. Few 

investors, we think, realise the inherent future growth that today’s 20-30% lower prices vs. peers 

almost guarantees. It seems customers love ‘Spoons’ far more than investors. 

In January, at the time of the (second!) placing, we outlined a roadmap for assessing the earnings 

power of this business. Our work today suggests a plausible earnings power of £140m in Net 

Income looking out three years or so. Today’s market capitalisation of the business post new 

capital raised is a 12x multiple of those earnings. 

Scale Economics shared 

In today’s investing world there is a strong following of ‘Scale Economics shared’ business (or 

EDLP in old money). JDW is one such scale economics shared business we have studied now for 

a decade and it is one we feel is underappreciated. Few franchise or compounder investors own 

the shares and of the sector analysts that cover it, no less than 40% have been ‘sellers’ for the last 

5 years. 

This note is not about JDW’s COVID-19 recovery or its balance sheet; both of which we/others 

have discussed ad-nauseam. We will comment briefly on each at the end just to remind readers 

of our conclusions. 

Back to the beginning – A 2012 snowball 

We have written reams on JD Wetherspoon since we laid out our original thesis on the company 

in 2012 (Holland Views – Snowball On a really long hill – July 2012 – 426p). Since then, we opted to focus 

less on the underlying business model and more on the hidden sources of operating leverage 

within the business. Today, we get back to basics and refresh readers on why this is such an 

excellent business. As much as the threats and opportunities that arise from COVID-19 need to 

be considered by all, it is the core EDLP model at the heart of this business that first and foremost 

needs to be understood and recognised. 
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1. We review our thoughts on JDW as a rare beast: a flywheel EDLP business. Most 

importantly, we think JDW’s current estate can support significant volume growth (50-

100%) and thus we expect important sales density increases. 

2. We also address a long time retort from clients – that JDW’s low ROIC (9%) and 

declining margins calls into question the existence of a moat. But ask yourself how many 

competitors would survive at -25% lower prices vs. peers (and then pass on the recent 

VAT cut?). We counter that the last 5-10 years have been a period of extensive investment 

in JDW freeholds, staff and food preparation facilities. In short, a period of under-earning 

and what Jeff Bezos might call ‘deferred gratification for shareholders’. 

3. The crux of our view on JDW centres on the operating leverage pent-up or hidden within 

this excellent business. In the context of a business that has seen headline margins decline 

steadily for years, clearly this is an unconventional view. But it is not an uncomfortable 

one for us. 10% operating margins are not at all far-fetched. In fact we see them as an 

easy target. 

In short, Wetherspoon is following a well-worn track led by Wal-Mart, Costco, Geico et al to try 

and delight its customers. What we are about to describe is a UK business that, as its owner-

manager states, “tries to continually make customers feel a little bit better off”. 

Shareholders of those aforementioned pioneering EDLP businesses needed to defer gratification 

and JDW shareholders need to do the same. Maybe, its not that so few understand that 

Wetherspoon is an EDLP business, perhaps its more that few have the patience to own it? 

In this note 

In this note, we focus on: 

1. Scale economics: one of our big ideas 

2. Returns, Moats and dividing the spoils 

3. A Mo Farah Stock 

For those that seek a refresher on the business ‘from the horse’s mouth’, we highly recommend the following interview 

that Tim Martin gave in 2018. It offers excellent insight into the man and the business1 

Scale economics/EDLP: what’s the big idea? 

We have spoken in the past about the importance in investing of knowing what you are looking 

for.    

 
 

Andrew & Mark firstname@hollandadvisors.co.uk 
 
The Directors and employees of Holland Advisors may have a beneficial interest in some of the companies mentioned in this report 

via holdings in a fund that they also act as manager to. 

 

 

Contact: 

 

 

 

Holland Advisors London Limited 

The Granary, 1 Waverley Lane 

Farnham, Surrey 

GU9 8BB 

 

Tel: (0)1483 449363  

Mob: (0)7775 826863  

www.hollandadvisors.co.uk 
 

                                                 
1 Interview link here https://vimeo.com/305746906 

https://vimeo.com/305746906
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Disclaimer 
This document does not consist of investment research as it has not been prepared in accordance with UK legal 

requirements designed to promote the independence of investment research. Therefore even if it contains a research 

recommendation it should be treated as a marketing communication and as such will be fair, clear and not misleading 

in line with Financial Conduct Authority rules. Holland Advisors is authorised and regulated by the Financial Conduct 

Authority. This presentation is intended for institutional investors and high net worth experienced investors who 

understand the risks involved with the investment being promoted within this document. This communication should 

not be distributed to anyone other than the intended recipients and should not be relied upon by retail clients (as defined 

by Financial Conduct Authority). This communication is being supplied to you solely for your information and may 

not be reproduced, re-distributed or passed to any other person or published in whole or in part for any purpose. This 

communication is provided for information purposes only and should not be regarded as an offer or solicitation to buy 

or sell any security or other financial instrument. Any opinions cited in this communication are subject to change 

without notice. This communication is not a personal recommendation to you. Holland Advisors takes all reasonable 

care to ensure that the information is accurate and complete; however no warranty, representation, or undertaking is 

given that it is free from inaccuracies or omissions. This communication is based on and contains current public 

information, data, opinions, estimates and projections obtained from sources we believe to be reliable. Past performance 

is not necessarily a guide to future performance. The content of this communication may have been disclosed to the 

issuer(s) prior to dissemination in order to verify its factual accuracy. Investments in general involve some degree of 

risk therefore Prospective Investors should be aware that the value of any investment may rise and fall and you may 

get back less than you invested. Value and income may be adversely affected by exchange rates, interest rates and other 

factors. The investment discussed in this communication may not be eligible for sale in some states or countries and 

may not be suitable for all investors. If you are unsure about the suitability of this investment given your financial 

objectives, resources and risk appetite, please contact your financial advisor before taking any further action. This 

document is for informational purposes only and should not be regarded as an offer or solicitation to buy the securities 

or other instruments mentioned in it. Holland Advisors and/or its officers, directors and employees may have or take 

positions in securities or derivatives mentioned in this document (or in any related investment) and may from time to 

time dispose of any such securities (or instrument). Holland Advisors manage conflicts of interest in regard to this 

communication internally via their compliance procedures.  

 

 

 

 


