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What’s New? 

• Recommending Kroger as a BUY idea. 
• We see potential upside of about 30% to our price target. 

 
Why were the shares initially down after last week’s earnings report? 

• Comparable sales came in below consensus and management lowered the top of its guidance 
range as a result of ongoing deflation. 

 
Why did the shares rebound? 

• While lower prices of staples such as milk, eggs and cheese are weighing on sales, other 
indicators of the company’s health remain strong.  

o Kroger is winning more customers. 
o Increasing the number of loyal customer. 
o Selling more units. 
o Gaining market share.  

 
Did anything else stand out? 

• The 3Q gross margin of 22.2% declined by 10 basis points, but beat our estimate. 
• Excluding LIFO accounting and retail fuel operations, the gross margin fell five basis points.  
• We expect management to offer lower prices to drive future sales and we think this is actually a 

good performance given the deflation.  
o The company is making better use of data. 
o Improving its buying and ordering. 
o Selling more private brands.  
o Selling more artisan and prepared food which should be beneficial to gross margin. 

 
 



Any insights on the economy from management? 
• Management’s discussion of customer spending had a cautious tone as it did in the 2Q call. 

Insights from customers that were tabulated through the end of October suggest expectations 
that the economy will “get worse” in the next three months.   
 

Conclusion 
• A stock we would BUY. 
• We see deflation as a buying opportunity. 

o This is third instance in 30 years. 
o Previously lasted 3-5 quarters. 
o Management believes we are about half way through. 

• Believe important metrics remain on track: 
o Number of households; 
o Number of loyal households that shop in its stores; 
o More units amid deflation in product prices; 
o Gaining share. 

• No change to long-term targets.  
• We believe efficient operations and deep customer insights should help KR to drive sales to 

value-conscious shoppers and boost return on capital. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 
 
DISCLAIMER 
This Note reflects the current thinking of an Argus analyst anticipating or responding to corporate earnings 
reports or other news relevant to covered companies. This Note may be an initial, real-time response to 
developments that are expected to impact stocks under coverage; as such, it does not imply that the 
information in it is correct as of any time after its preparation or that there has been no change in the 
business, financial condition, prospects, creditworthiness or status of a covered company. The views or 
opinions expressed in this Note are subject to change pending further analysis. This Note is produced and 
copyrighted by Argus Research Co., and any unauthorized use, duplication, redistribution or disclosure is 
prohibited by law and can result in prosecution. The opinions and information contained herein have been 
obtained or derived from sources believed to be reliable, but Argus makes no representation as to their 
timeliness, accuracy or completeness or for their fitness for any particular purpose. This Note is not an 
offer to sell or a solicitation of an offer to buy any security. The information presented in this Note is for 
general information only and does not specifically address individual investment objectives, financial 
situations or the particular needs of any specific person who may receive this Note. Investing in any 
security or investment strategies discussed may not be suitable for you and it is recommended that you 
consult an independent investment advisor. Nothing in this Note constitutes individual investment, legal or 
tax advice. Argus may issue or may have issued other reports that are inconsistent with or may reach 
different conclusions and opinions than those represented in this Note, and all opinions are reflective of 
judgments made on the original date of publication. Those reports may reflect the different assumptions, 
views and analytical methods of the analysts who prepared them and Argus is under no obligation to 
ensure that other reports are brought to the attention of any recipient of this Note or to update or keep 
current the information contained in other reports so that such information is consistent with, or not 
contrary to, the information contained in this Note. Argus Research is an independent investment research 
provider whose parent company, Argus Investors’ Counsel, Inc., is registered with the U.S. Securities and 
Exchange Commission. Argus Investors’ Counsel is a subsidiary of The Argus Research Group, Inc. Neither 
The Argus Research Group nor any affiliate is a member of the FINRA or the SIPC. Argus Research is not a 
registered broker dealer and does not have investment banking operations. Argus shall accept no liability 
for any loss arising from the use of this report, nor shall Argus treat all recipients of this report as 
customers simply by virtue of their receipt of this material. Investments involve risk and an investor may 
incur either profits or losses. Past performance should not be taken as an indication or guarantee of future 
performance. Argus has provided independent research since 1934. Argus officers, employees, agents 
and/or affiliates may have positions in stocks discussed in this report. No Argus officers, employees, agents 
and/or affiliates may serve as officers or directors of covered companies, or may own more than one 
percent of a covered company’s stock. 
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management responsibilities, and that Argus Research Co. employees participate in the management and 
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