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•  Hedgeye Risk Management is not a broker dealer and does not make 
 investment recommendations. This presentation does not constitute an offer to 
 sell, or a solicitation of an offer to buy any security.  
 

•  This research is presented without regard to individual investment preferences 
 or risk parameters; it is general information and does not constitute specific 
 investment advice. 
 

•  This presentation is based on information from sources believed to be reliable. 
 Hedgeye Risk Management is not responsible for errors, inaccuracies or 
 omissions of information. 
 
 
For more information, including Terms of Use of our information, please go to 
www.hedgeye.com  
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CRI: MARGIN REBOUND DISCONNECT 

Key Highlights 

• Poor Product Differentiation 

• Competitive Landscape Heating Up 

• Demographic Inflection Underway 

• The Margin Rebound Disconnect 

• Asset Intensity Rising 
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Poor Product Differentiation 

Where’s the product/pricing stratification? 



10/15/2012 © HEDGEYE RISK MANAGEMENT 6 

CRI: MARGIN REBOUND DISCONNECT 

Poor Product Differentiation 

With fewer heavy hitters in Kids Apparel does it matter? 



10/15/2012 © HEDGEYE RISK MANAGEMENT 7 

CRI: MARGIN REBOUND DISCONNECT 

Competitive Landscape Heating Up 

Playwear has nearly doubled as a percent of CRI’s total over the past ten years.  

In Playwear CRI competes with everything from Children’s Place, to Old Navy, to Disney 
and Wal-Mart private label. Not a place to hang your hat on. 
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Competitive Landscape Heating Up 

Now we’re seeing more competition in the Baby category as well.  
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Competitive Landscape Heating Up 

Carter’s will have to defend its share  
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Competitive Landscape Heating Up 

…and now things are heating up in the wholesale channel for the first time 
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Competitive Landscape Heating Up 

Direct Retailers are starting to test the waters… 
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Competitive Landscape Heating Up 

The Penney Effect: wholesale account risk matters to the P&L 
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Demographic Inflection 

 

THE BIRTH RATE RECOVERY 
(Research by Tom Tobin, Hedgeye Healthcare) 
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Demographic Inflection 

• This is important re CRI for the following reasons: 

– Macro/demographics matter. 

– Birth trends are shifting from a 5-yr headwind to 
tailwind. 

– We’ve run the math quantifying the impact. 
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Demographic Inflection 

Birth rates have reaccelerated after each of the last three recessions ending in ’81, ’92, and 
’02. 
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Demographic Inflection 

The Great Recession halted the trend of what should have been an increase in births 
simply due to demographic projections based on demographics and fertility rates. 
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Demographic Inflection 

The decline in U.S. births over the last 5-years relative to the average per-capita birth rate 
and size of the female child-bearing population (15-44) from 2003-2008 resulted in an 

estimated 800,000 deferred births.  
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Demographic Inflection 

Employment trends in the key child-bearing population (20-34) have improved over the 
last two years. 
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Demographic Inflection 

This tailwind could equate to a 1-4pt tailwind for CRI 
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Demographic Inflection 

Baby-related product entering this country is definitely on an uptrend 
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Margin Rebound Disconnect 

Spending will be going up to drive top-line growth 
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Margin Rebound Disconnect 

Revenue runway may be a shorter than perceived 
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Margin Rebound Disconnect 

Management consciously sacrificed margin for sales and now expect price last Fall’s +10% 
increase to hold through 2H and into Spring 2013. 
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Margin Rebound Disconnect 

There are many moving parts in Gross Margin 
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Margin Rebound Disconnect 

The least variable is the Retail/E-Commerce/Int’l shift mix tailwind 
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Margin Rebound Disconnect 

Expectations look lofty 
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Asset Intensity Rising 

After 3yrs of harvesting, SG&A is not the line to look for margin leverage 

• Shifting from Harvesting to Investing… 

– Retail store growth 

– DC 

– Direct sourcing initiative 

– Marketing to defend share 

– Relocating/consolidating offices 
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Asset Intensity Rising 
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Sentiment 

So much for Berkshire buying… 
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Consensus Numbers are Too High 
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Poor Product Differentiation 

Where’s the product/pricing stratification? 



Q&A 



10/15/2012 © HEDGEYE RISK MANAGEMENT 33 

 

 

 

 

 

 

 

 
For more information and a complete listing of research please 

visit: www.hedgeye.com 
or email: sales@hedgeye.com  

 
 

This presentation was prepared by: 
Brian McGough and Casey Flavin 
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