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The blue line on this chart depicts the relative
performance of the XLP (Consumer Staples Select
Sector SPDR ETF) compared to the Russell 1000
Growth Index. The Staples sector has traditionally
been popular with risk-averse equity investors,
to the point that it is sometimes viewed as a
comparative “safe” haven in the stock market. After
all, many of the constituents boast solid balance
sheets, pay competitive dividends, and sell wellknown branded essentials to consumers. When the
blue line is going up, Consumer Staples stocks are
outperforming the index. When the blue line turns
down, the opposite is true. Note that the relative
performance of Consumer Staples has been horrid
for much of the past year. In fact, the sector recently
hit a 2,306 trading-day low in relative strength
versus the index. Given that there are roughly 250
trading days each year, this means that Consumer
Staples are currently enduring their worst spate of
underperformance in almost 10 years (!).
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The S&P 1500 Food Retailing Sub-Industry is
ground zero for the troubled Consumer Staples
sector. Note the gentle but persistent downtrend
in gross margin for this group since 2005 – from
almost 30% down to the low-20%’s this year. Part
of this is probably due to the entry of Walmart
into the grocery business over roughly the same
timeframe. As the original big-box disruptor
in retail, Walmart has spent several decades
aggressively squeezing margins and offering
low prices to consumers. But now there is an
even more aggressive disruptor entering the
food retailing business. Amazon’s just-completed
acquisition of Whole Foods is sending shivers
down the spines of grocers everywhere – including
Walmart. (Note: we own positions in both Amazon
and Walmart in our managed portfolios).
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Barriers of Shopping at Whole Foods Market
Prior to being acquired by Amazon, Whole Foods
had been struggling for several years. The stock
had traded as high as $107/share back in 2013,
before beginning a long slide south that finally
ended with Amazon’s recent deal to buy them
out at only $42/share. This chart highlights some
of the main reasons Whole Foods fell on hard
times. From the perspective of many consumers,
Whole Foods’ prices were just too high, especially
once competing grocers began offering organic
goods at lower prices (the popularized nickname
for the stores became “Whole Paycheck”). We
think Amazon plans to counter consumers’ price
perceptions aggressively with a “new” Whole
Foods business model that emphasizes high
quality food at affordable prices.

Prices for Selected Items at Whole Foods
Amazon closed the deal for Whole Foods on Monday
8/28/17, and immediately slashed prices on a
variety of common grocery items. This “before and
after” price matrix has received wide coverage in
a variety of media outlets, and we think it shows
just how competitive Amazon is going to be with
Whole Foods’ new pricing strategy. As one example,
consider the 29% price slash for Lean Ground Beef.
According to the Bureau of Labor Statistics, the
average price for Lean Ground Beef in July 2017
was approximately $5.75/lb. By cutting their prices
to $4.99/lb., Amazon/Whole Foods appears to be
undercutting the rest of the grocery industry on this
key staple. Although Whole Foods’ 468 locations
currently generate only 1.2% of U.S. grocery sales,
we think Amazon’s maneuvers are likely to have
broad ramifications for the entire industry.
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Disclosures
These comments were prepared by Norm Conley, an investment advisor representative of JAG Capital Management, LLC, an SEC registered investment advisor. The information herein was obtained
from various sources believed to be reliable; however, we do not guarantee its accuracy or completeness. The information in this report is given as of the date indicated. We assume no obligation
to update this information, or to advise on further developments relating to securities discussed in this report. Opinions expressed are those of the advisor listed above as of the date of this report
and are subject to change without notice. Opinions of individual representatives may not be those of the Firm. Additional information is available upon request.
The information contained in this document is prepared for general circulation and is circulated for general information only. It does not address specific investment objectives, or the financial
situation and the particular needs of any recipient. Investors should not attempt to make investment decisions solely based on the information contained in this communication as it does not offer
enough information to make such decisions and may not be suitable for your personal financial circumstances. You should consult with your financial professional prior to making such decisions.
For institutional investors: J.A. Glynn Investments, LLC, and JAG Capital Management, LLC, both have a reasonable basis to believe that you are capable of evaluating investment risks independently,
both in general and with regard to particular transactions or strategies. For institutions who disagree with this statement, please contact us immediately.
Market Index performance statistics are provided by Advent Axys via benchmark data from FT Interactive Data and are presented for the time frame noted. Individuals cannot invest directly in an
index. PAST PERFORMANCE SHOULD NOT BE CONSIDERED INDICATIVE OF FUTURE PERFORMANCE. ANY INVESTMENT CONTAINS RISK INCLUDING THE RISK OF TOTAL LOSS.
This document does not constitute an offer, or an invitation to make an offer, to buy or sell any securities discussed herein. J.A. Glynn & Co., JAG Capital Management, LLC, and its affiliates, directors,
officers, employees, employee benefit programs and discretionary client accounts may have a position in any securities listed herein.
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