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Foot Locker Laces Up for Off-Mall Move 

      
 
   
    

Price $29.26 Core Holding February 8, 2024 
• Foot Locker is shifting from mall-based to off-mall 'new format' stores to 

attract a broader customer base. 
• It has started partnerships with leading brands like Puma and Reebok and a 

renewed Nike partnership. 
• NBA sponsorship to boost brand loyalty and engagement, tapping into the 

massive global basketball fanbase. 
• Eyeing growth in the Asia-Pacific region and India, targeting the burgeoning 

middle-class population and their increasing purchasing power. 
• The current economic environment has decreased earnings and margins, but 

the foundation is set for recovery as the consumer spending upcycle takes 
hold. 

Investment Thesis 
Foot Locker (FL) is a shoe and sportswear retailer. The current consumer spending 
downturn has hammered Foot Locker's share price, falling almost 40% over the trailing 
twelve months.  

Foot Locker has embarked on a strategic shift in the meantime. Through a pivot toward 
off-mall "new format" stores, more partnerships, and an expansion into Asia, Foot 
Locker hopes to establish brand loyalty and appeal to broader consumers. Additionally, 
Nike is set to launch an array of new shoes this year and potentially expand its footprint 
within Foot Locker stores. This could be a primary catalyst for earnings to rebound for 
Foot Locker. 

Despite the challenges posed by the current consumer spending downcycle, particularly 
impacting its core customer base, Foot Locker's expansion into Asia and history of 
capturing the consumer spending upcycle presents a good value case for capital 
appreciation and yield once the dividend resumes. 

Estimated Fair Value 
EFV (Estimated Fair Value) = EFYJan26 EPS (Earnings Per Share) X P/E (Price/EPS) 

EFV = EFYJan26 EPS X P/E = $3.00 X 13 = $39.00             January Fiscal Year 
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 E2024 E2025 E2026 

Price-to-Sales 0.39 0.39 0.38 

Price-to-Earnings 20.2 13.5 9.4 

Lace-Up Program 
At the beginning of fiscal 2023, Foot Locker stated it would close 400 retail locations and 
open 300 "new format" locations. These new format locations are all non-mall and 
include more integration with its digital sales platform. Off-mall has become a 
burgeoning trend in traditionally in-mall retailers. Switching to off-mall offers a boost in 
brand loyalty among younger generations and a bottom-line boost from lower rents. 
This strategy has seen some success with other traditional mall retailers like The Gap. 
The decline of the mall has been well-reported, with larger malls more spread out 
becoming the norm. Likely, retail dynamics in malls will drastically change over the 
medium-term horizon, and going off-mall could avoid volatility in that area.   

Part of the Lace-Up program is savings on the administrative side, which Foot Locker 
states is roughly $350 million. For fiscal 2024, it expects to capture $140 million of 
these savings through internal actions.  

Consumer Position 
In our article on the current consumer downcycle, we go far more in-depth. Roughly 
50% of Foot Locker's customer base has under $50,000 in household income. This 
bracket has been hardest hit by the consumer credit crunch and savings drawdown. This 
has reduced the average spending outside of even-driven purchases like Black Friday. 
However, as consumer retail recovers, so will Foot Locker. 

As a marketing initiative, Foot Locker will become a sponsor of the NBA. The NBA has a 
massive global reach, second only to Soccer. In a 2018 Nielsen survey, 85% of 
basketball fans said they would consider a product if the product was a sponsor, and 
76% stated they demonstrate more loyalty to sponsor brands.  

Asia-Pacific and Brand Partnerships 
Foot Locker has experienced a drawdown following Nike's 2022 decision to focus on 
direct-to-consumer sales, which previously made up nearly 70% of Foot Locker's total 
sales. Additionally, Nike's lower expected guidance has further put downward pressure 
on Foot Locker. It seems like Nike wishes to maintain and even strengthen its strategic 
relationship with Foot Locker, as it is also experiencing an inventory glut with its direct-
to-consumer shift. In our view, it is likely that Nike will continue to rebuild its 
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relationship with Foot Locker to help bolster its 2024 release calendar and avoid an 
inventory glut. 

Still, Foot Locker is moving forward with its plan to reduce its reliance on Nike. Foot 
Locker is targeting a reduction in Nike sales to under 60% of total sales by 2026, 
currently at 65% of total sales. Additionally, it has entered into agreements with Puma 
and Reebok for exclusive items. Exclusives currently make up around 15% of sales, 
which it hopes to grow to 25%. Exclusives can provide significant brand loyalty and drive 
traffic to non-mall locations.   

The Asia-Pacific area was the strongest performer in the quarter ending September 
2023, contracting only 0.5%. Nike Releases targeting this area, such as the Lunar New 
Year Collection, will likely provide tailwinds for the first quarter of 2024.  

For Fiscal 2024, Foot Locker has planned expansion into India with both planned retail 
locations and partnerships with domestically recognized brands. The middle class in 
India has been growing at a 6.3% annual rate since 1995, with an estimated 31% of the 
population being middle class – or nearly 500 million people. A successful expansion into 
India could greatly increase the total addressable market. 

Risk 
Despite the downturn in results, Foot Locker has a modest long-term debt of $443.0 
million. Previously, this would put its debt to EBITDA below 1.0x, though downturns in 
recent results have increased this to the 6.5x area. Most of these results can be directly 
attributed to the consumer spending downcycle and Nike shift. However, if the consumer 
downcycle extends far into the middle of the decade, it could be financially crippling for 
Foot Locker.  

Outlook 
Currently, consumers are pressed by inflation and increasing credit card rates, which 
have significantly shaken confidence. This has resulted in a fall in sales of 8.0% year 
over year. Inflation and bloated inventories continue to hurt the bottom line, with gross 
margin contracting 470 bps. However, Foot Locker does not expect its gross margin to 
fall below 27% for the full year FYJan2024. The contraction of sales has led to inventory 
being up 10.5% year over year, and Foot Locker expects to enter Fiscal 2025 with 
slightly lower inventory than the quarter ending September.  

Foot Locker has paused its dividends to free up cash flow for repositioning projects, such 
as the new store formats. 

Largely, the loss in earnings and margin can be attributed to the macroeconomic 
environment rather than a blunder. During the previous upcycle in 2021, Foot Locker 
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posted record earnings and generated significant free cash. As consumer sentiment 
recovers, there is no reason why Foot Locker won't return to form in both free cash 
output and dividend payouts. With a recovery in Nike sales and an important NBA 
sponsorship, Foot Locker is positioning itself to take advantage of the next consumer 
spending upcycle. 

Peer Comparisons 
 

 

 
 

Foot Locker 
(FL) 

DICK's 
Sporting 

Goods (DKS) 

The Buckle 
(BKE) 

Shoe Carnival 
(SCVL) 

Hibbett 
(HIBB) 

Price-to-Earnings 20.21 12.57 8.93 9.72 8.49 

Price-to-Sales 
(TTM) 

0.34 1.01 1.47 0.60 0.51 

EV-to-EBITDA 
(FWD) 

13.37 9.20 6.41 8.11 6.32 

Net Income Margin 0.96% 7.76% 17.82% 6.70% 6.43% 

Dividend Yield - 2.56% 3.69% 1.83% 1.44% 
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Disclaimer and Related Information 
 

This article or video features Benjamin C. Halliburton, CFA or an investment idea(s) that 
Mr. Halliburton or Tradition Investment Management, LLC (Tradition) may invest in. Mr. 
Halliburton is the founder and owner of Tradition Investment Management, LLC, a 
registered investment adviser. Tradition is doing business as (DBA) Building Benjamins 
in the publishing, email, and website space. All material on the website should be 
considered paid advertising by Tradition. This article is a financial publication and is 
provided for educational purposes only. It is not an investment recommendation nor 
investment advice. It does not take into account your personal circumstances and 
whether this investment is appropriate for you, your objectives, or your risk tolerance. 
Under no circumstance is Building Benjamins or Tradition Investment Management LLC 
responsible for any actions that you may take after reading this educational information. 
Nothing from Building Benjamins should be considered personal investment advice. 
Building Benjamins and Tradition Investment Management LLC, the website, emails, 
interviews, social media pages, and other materials are published by Building Benjamins 
and do not necessarily match the opinions of the individuals or companies published or 
quoted herein. Investing, particularly stock or ETF investing, is risky and may result in 
losses and sometimes loss of your entire investment. Stock investing has company-
specific operational risks like demand, competition, legal and regulatory, and broader 
financial market risks like liquidity, economic cycle, and government policy. You may 
lose money in any stock investment or other investments and are solely responsible for 
those decisions.  

Mr. Halliburton, Tradition Investment Management LLC, and/or the authors on this site 
may or may not have positions in the securities discussed in this educational report. 
Neither the author(s) nor Tradition Investment Management, LLC will knowingly trade 
ahead of any customer buy or sell resulting from this information. The information 
herein is shared as an educational endeavor. Mr. Halliburton, Tradition Investment 
Management LLC, and/or the authors on this site may transact in the security discussed 
at a later date, prior to, or without notification in this format. This is not investment 
advice but only a discussion of select investments for educational purposes. Building 
Benjamins is an investment website, blog, or newsletter, and the information contained 
cannot be reproduced, copied, or redistributed without the prior written authorization of 
Building Benjamins or Tradition Investment Management LLC. US copyright laws apply. 
We rely on information from sources we believe reliable, including the companies 
themselves, but cannot guarantee the accuracy of the information we provide. You rely 
on this information at your own risk and are responsible for the verification of the data. 

 


