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Introduction

The focus of this report is to critically analyse and conclude Matthew Clark’s current trading, providing suggested results following organisational decisions and developments within the market place, utilising industry figures alongside national and international performance indicators

The purpose of the report is to provide evidential data of Matthew Clarks economic trading and its correlation with both the microeconomic and macroeconomic within the national and global market place. 

Whilst Matthew Clarks main trade is within the domestic market. Its parent company C&C Group Plc, provides for:- 
 	Potential expansion of its current global trade with supply chain efficiencies
Access to both the EU market and the post Brexit market
Currency protection 
Diversification of its business model

This report discusses and concludes potential outcomes of the trading possibilities available to Matthew Clark.

 

Matthew Clark history 

Mathew Clark Bibendum Ltd is a wholesale business, owned by C&C Plc. The business is split into two companies, Matthew Clark and Bibendum. Matthew Clark head office being situated in the United Kingdom, Bristol. Bibendum head office also situated in the United Kingdom, London. In comparison, the parent company C&C Plc, have their head office based in Dublin, Ireland, which will remain in the European Union following the Britain’s departure, Brexit which is currently scheduled for conclusion on 31st October 2019. 

The business is predominantly a wholesale distribution business which was established over 200 years ago in 1810, by Matthew Clark in the City of London, as a wine and spirit broking business. It branched out into becoming sole agents for Martell in 1833 and importing spirits and liqueurs into the UK from a select range (History of Matthew Clark, accessed May 2019). 

Matthew Clark has seen considerable evolution over the years into the business that it is today. The company was purchased in 2015 by Conviviality Plc, expanding the reach of the business from just the on-trade business, which includes pubs, leisure, hotels, restaurants and wholesalers. To the retail side of the trade, incorporating Bargain Booze within its portfolio and enabling direct sales to the general public, off-trade. 

Its expansion also included 2 companies called Peppermint and Elastic. A festival servicing company and marketing agency specifically focused on the food and drink industry. Along with the purchase of Bibendum wines, a rival wholesale company to Matthew Clark.

Unfortunately, this merger proved unsuccessful following the collapse of Conviviality in April 2018, as reported in The Guardian (Davis, R. April 2018). C&C Plc, with support of AB InBev, acquired the company minutes before falling into administration, although it did not acquire the retail arm of Conviviality (C&C group press release April 2018).

The purchase of the company propelled the business into a multi-national organisation providing, not only a continuation of its core base, but a gateway into expansion in the international market and potential cost savings when importing products into the UK.

This acquisition provided localised route to market for the C&C group portfolio and global reach, with capitalisation of hard trade variables available to Matthew Clark. There was however, significant need to change the structure of the business, including a vital harmonisation project and restructure of the employees and internal systems, including import trading.














Microeconomic environment 

Monopolistic competition is inherent in the wholesale sector and its suppliers, with varied prices given to differing companies across the sector for the same goods. Trading costs are varied dependent upon the scale and volume of items purchased. Variations in market arenas and selling methods, enable companies trading with wholesalers to set their price and determine their own profit margins dependent upon the companies own varied costs, (Hiroshi, A. 2007). 

Matthew Clark is a typical example of a company trading with monopolistic companies both on a domestic scale and an international scale. As economies of scale has increased, so has its purchasing power with suppliers. 

The company itself however, could be argued to be both oligopolistic and monopolistic firm in the UK domestic market, as the UK’s largest wholesaler, it is able to set its own prices and therefore controls a variable margin for many products. 

Being the biggest on-trade drinks distributer in the country, provides for not only economies of scale, but allows control of the pricing structure within the market. However, there are a small number of large competitors in the market such as Enotria, LWC and Booker ensuring that the company does not hold a monopoly on the market. Various smaller regional wholesalers are in operation, such as IWC and Lacons, who operate on a more local and regionalised location. 

This companies pricing structure is built on the basic principle of economies of scale. The more a customer purchases, the lower the operational costs become. Whilst the fixed cost of the product is unchanged, the operational costs allow a level of flexibility in margin requirements for the company. Greater volume equates to greater cash profits, albeit with potentially lower percentage margin returns. 

Almost all of the products provided by Matthew Clark are subject to inelasticity. An example of this, would be the Hardy’s wine brand. Ongoing trade disputes over price caused the brand to see volume decline by 13.2% in 2017, with alternative own label wines offering a more competitive price seeing sales grow by 11.2% (The Grocer, 2017).

Two main meta-analyses conducted focused specifically on the alcohol industry, attempting to ascertain the relationship between alcohol prices, inclusive of taxes and consumption. Both determined that particularly in wine and spirits, a 1% increase in price was directly shown to provide a reduction in demand for the products, although varied percentage reductions were concluded, (Wagenaar A C et al 2009 and Gallet C A 2007).













Purchasing model

The company imports the majority of its wine & champagne, directly from suppliers globally by either ex-sellers, purchasing the goods directly from the supplier in the relevant country and arranging transportation and import costs internally, EXW. Free on board, by purchasing goods from the relevant country and taking over the import and transport costs at point sellers domestic transport ends, FOB. Inter-bond delivered, which would see the foreign country covering all costs to the point of delivery into the UK but excluding any duty due to the Government and Duty, IBD. 

This varied purchasing model, whilst reducing risk in cash flow and ensuring that currency fluctuations are not felt for items purchased DPD, it does add management complexity and a higher cost base to a large proportion of the business. 

C&C group Plc results presentation highlights the focus for Matthew Clark Bibendum over FY19, 20 and 21+. Moving from stabilisation to simplification and then optimisation of the company trading (C&C results presentation, May 2019). 

Moving its business purchases to direct importing, avoiding additional costs of alternative UK importing companies and brand owners, the business could capitalise on additional profits within the business, by harmonising the already established transportation links and costs within the C&C groups global distribution network

The control of the environment within MC, as highlighted in the group presentation 2019, included the rationalisation of employees across the business. This rationalisation has provided for operating revenue to be increased across the business. Operating margins for the MCB section within C&C are considerably lower than those highlighted by Dachs et al. With only 1.6% operating margins for FY19 being reported in May 2019.The company’s revenue and cost synergies are expected to drive margin growth by 3% which would bring overall margin in line with Dachs et al analysis for the ROW wholesale companies profit margins. 






















Macroeconomic environment 

Alcohol Market 

The current UK alcohol market is worth £40.3B in sales and 53% is from wines and spirits. 42% of the on-trade volume is driven from this category (WSTA Market overview 2018). C&C Company figures released in May 2019 show that MCB have grown their share in the market by 10% across the wine & wholesale category in a challenging market. Nearly half of the trade in the UK on-trade comes from the wines and spirits category and whilst there has been growth in the number of outlets since the 2016 report, of 3000 outlets, jobs within the sector and indirectly supported arena have reduced by around 34,000 (WSTA Market overview 2016).

Whilst there has been continued inflation and growth within the drinks industry, it is important to note that the reduction in employment in the on-trade sector in just one year, by nearly 6% and with MC undergoing a restructure in 2019, reducing jobs in the industry further as a direct result of falling profits and rationalisation across the business, this is in direct contradiction to the reduction of unemployment within the UK currently. In 2016 employment rates in the UK being at 74.6% and in 2017, 75.4%, (Office for national statistics, accessed May 2019). 

As shown in an analysis of the wholesale trade within the EU, prepared for the European Commission, the average size of a European wholesale company is around 25% smaller than that of a rest of the world wholesale company, when comparing employee numbers from the rest of the world wholesale companies. Profit margins within the EU wholesale companies are also significantly lower at 2.7% less, than the ROW wholesale companies. However as shown, the EU wholesale companies specifically in food, beverages and tobacco are out performing the ROW wholesale companies. Operating revenue however, is lower in EU wholesale than ROW wholesale companies. Both as a total sector and more specifically in the food, beverage and tobacco sector (Dachs, B et al, 2016).

As shown above, the reduction in employees within the industry and Matthew Clark’s own rationalisation is in direct contrast to the UK figures for unemployment. The company profitability is also shown to be considerably lower than the data presented in relation to the wholesale sector within the EU. 

Labour force and employee numbers 

Labour force serves business enabling an increase in productivity, however this does not automatically generate an increase in income. 

Unemployment serves a need for those who are unemployed to control their spending, initially shown to reduce spend by 11% when not supported by unemployment insurance, (Ganong, P & Noel, P. 2016). 

Lower employment rates are an indicator of lagging in the economy and lower living standards. Higher unemployment would also indicate lower per capita, which has a significant impact upon wellbeing within the community, causing both, negative and positive feelings, dependent upon whether income has increased or decreased, (Diener, E et al, 2013)

As shown within the UK and the US recently, it is my opinion that public opinions in politics and trade policies are divided due to measures of happiness in the environment they live within. 

It was shown by those who voted in the referendum, that a higher proportion of residents with lower income and education voted to leave the EU, (The Guardian, June 2016). 

Therefore, the higher proportion of the unemployed community within the UK has become so unhappy with their current living, they voted to change the status quo. This change promises to have potentially dire consequences on all areas of the economy, but particularly the alcohol industry and its profitability. Any increases to the unemployment rates, would therefore lend itself to further workforce instability and unpredictable economic decisions. 

Political uncertainty and inflation 

Following the referendum held in the UK in June 2016, the UK voted to leave the European Union by a marginal win of 51.9% leave, 48.1% remain voting results, as reported by the Electoral Commission June 2016. This has led to many unknown factors within the UK as to the potential challenges the country faces in relation to the drinks industry and trading with not only the EU but the rest of the world. 

The pound has seen significant fall since June 2016 against the Euro, falling from 1.27 in June 16 to as low as 1.08 in August 2018. Currently situated at 1.13, (Bloomberg, accessed May 2019). This fall has a direct impact on products purchased from the Eurozone as Matthew Clark purchases in Euros and therefore saw significant increases in costs. The fall in the pound impacted global purchases for the company.

The immediate effect of the pound was 10% depreciation v USD, this depreciation raised inflation with an aggregate 1.7 percentage points in the year following the vote. According to the Centre for Economic performance, the impact was equivalent to a reduction in wages to the average worker of £448 per annum (CEP Brexit analysis No 11, 2017). 

A 10% depreciation equates to a 10% reduction in product volume being imported from outside of the UK for the same cost. As shown below, with inflation being around 2% the impact of a weaker pound has significant consequences to the profitability of the company. 

Economic fluctuations in the current UK trading arena are uncertain. The anticipated date for leaving the EU getting ever closer and the political establishment unable to determine exactly how they wish to leave the EU and whether they would like a trade relationship with them, creates uncertainty for Matthew Clark and C&C plc as a whole trading within the global arena. 

Current CPI indexes, shown below are growing as predicted by the Bank of England. More specifically, C&C group Plc reports organic growth in the business at a rate of 3.2% in revenue and 3.3% in profits, in line with the economic performance indicators within the UK

CPIH, CPI and OOH has seen continued increase over the last 2 years, as shown in the table below.









Table 1: CPIH, OOH component and CPI index values and 12-month rates: April 2018 to April 2019

	 
	 
	CPIH Index 
(UK, 2015 = 100)
	CPIH 12-
month rate
	CPI Index
(UK, 2015=100)
	CPI 12- 
month rate
	OOH Index
(UK, 2015=100)
	OOH 12-
month rate

	2018
	Apr
	105.5
	2.2
	105.4
	2.4
	105.3
	1.2

	 
	May
	105.9
	2.3
	105.8
	2.4
	105.4
	1.1

	 
	Jun
	105.9
	2.3
	105.8
	2.4
	105.4
	1.1

	 
	Jul
	105.9
	2.3
	105.8
	2.5
	105.6
	1.1

	 
	Aug
	106.5
	2.4
	106.5
	2.7
	105.7
	1.0

	 
	Sep
	106.6
	2.2
	106.6
	2.4
	105.9
	1.0

	 
	Oct
	106.7
	2.2
	106.7
	2.4
	106.0
	1.1

	 
	Nov
	106.9
	2.2
	107.0
	2.3
	106.1
	1.1

	 
	Dec
	107.1
	2.0
	107.1
	2.1
	106.2
	1.2

	2019
	Jan
	106.4
	1.8
	106.3
	1.8
	106.2
	1.1

	 
	Feb
	106.8
	1.8
	106.8
	1.9
	106.3
	1.1

	 
	Mar
	107.0
	1.8
	107.0
	1.9
	106.4
	1.1

	 
	Apr
	107.6
	2.0
	107.6
	2.1
	106.5
	1.2


Source: Office for National Statistics – Consumer price inflation

Contribution to inflation has been 0.13 from alcohol and tobacco in both April 2018 and April 2019, (Office for National Statistics, accessed May 2019).

Should the UK exit the EU with no deal, the UK would move to WTO trading arrangements, imposing tariffs on goods imported to the UK. 

The recent predictions from the OECD revising down growth for the biggest economies and predicting that a no deal Brexit would make the global economy much worse, likening leaving the EU to a tax on GDP. The optimistic view on Brexit would leave the GDP at -2% should we leave on WTO rules. Structural impacts would be felt, lowering technological advancements, capital and immigration with predictions that GDP will be 5% lower than staying within the EU, (OECD, 2016)

As shown, the OECD predicted significant implications to the UK GDP due to Brexit. As the UK is yet to leave the EU, whist it has suffered currency rate fluctuations, the actual impact on the economy continues to be theory, albeit a logical and educated theory. 

The economic impact, associated with a move to WTO rules or potential deals compared to what the UK currently enjoy as part of the EU is outlined in the, Long Term Economic analysis, November 2018, shows a bleak forecast for GDP. The best predicted scenario is -0.7, with the worst being a no deal exit at -7.6. 

Should the contraction of the UK GDP come to fruition, there is a significant risk to the UK economy of a further recession. Historically in times of hardship, the general public thinking is that this will lead to higher consumption of alcohol. This would be fortuitous for Matthew Clark. However, in a study conducted on UK drinking trends in times of hardship, it was noted that in England consumption of alcohol reduces. In the recession of 2009, it was reported that there was a 6% decline in consumption, (Harhay, M et al. 2013).


Global Governance 

The growth in world governance, specifically impacting the alcohol industry is being called for and debated. A meeting set by the Kettil Brunn Society for 30th September – 3rd October 2019 is calling for action globally to control labelling, availability and marketing of this category. 

It follows evidence of the premature mortality rates and growing connection between alcohol and disease, citing a ‘global health problem’, (Kettil Brunn Society paper, accessed May 2019).

Whilst global governance in the alcohol sector is not yet established, it is being debated on an international level, with WTO issuing guidelines in reducing alcohol consumption to reduce noncommunicable diseases and calls for it to adopt ‘soft’ laws around the subject, (Gostin, L. 2014). There is potential for this to impact upon Matthew Clark and its responsibilities.

General UK Economy 

Debt levels within the UK have put household debt showing a significant rise in 2018, to £15,385. Unsecured debt being at the highest it’s ever been at 30.4%, higher than the 27.5% just before the financial crisis. 

As highlighted by the IMF’s World Economic Outlook report, global debt is significantly increased versus global GDP, mirroring the UK debt analysis, being higher than before the economic crisis of 2007-9. 

C&C Plc group dept has risen in 2019, according to the results by nearly 31% since February 2018. In line with global and national statistic showing increasing private debt.

Higher wage costs have seen the UK casual dining sector in a very challenging environment, with higher business rates, increased costs and consumer confidence falling. The inflation causing a squeeze on disposable incomes, (Humphreys, S. September 2017) and the rise in technological advancements becoming ever more important. 

The national minimum wage saw an increase in 2019 of 5%. Following the reduction in the industry of nearly 6% in 2016/17 employment levels in the sector, a further rise could lead to further unemployment, (Neumark, D & Wascher, W. 1992).

Social shifts have occurred in recent years, particularly with the Brexit phenomenon, and businesses have started to look to products from outside of the EU. A particularly high profile move, was the removal of Champagne from within the JD Wetherspoon estate. In its place was the Denbies Whitedown range, produced in the UK, (Morning Advertiser, 2018).

Matthew Clark, as the distributor and importer of champagne and supplier to the JD Wetherspoon estate, saw a reduction in margin from this move. New negotiating patterns from the buyers of JDW, enabled a direct deal with a UK supplier, cutting out the middleman and enabling a distribution arrangement at considerably lower margins. 

The quantity of the champagne left within the MC network was significant, reducing the availability of free cash in the business. Whilst it did offer a reduction in transportation and storage costs and duty payments to the business. The reduction in margin, to the business, was significantly higher.  



Conclusion

Price changes are inevitable in the current market, with annual duty increases and almost certain product cost increases due to fluctuating currencies and cost of raw materials to produce the beverages, Matthew Clark must be continually aware of the price inelasticity within the business and the potential reduction in consumption levels. 

It would be prudent for the company to develop in such a way that its size and scalability maximises on monopolistic competition and companies.  

Currently Matthew Clark is operating with limited global trading capacity, utilising only imports of wine from selected companies around the world. Its complex purchasing model and extensive supply chain, provides for limited control in cost prices for products not imported directly. 

Whilst the company has undergone a complex rationalisation project, reducing employee numbers and harmonising the domestic supply chain. The recent ownership change, provides an opportunity to the business to rationalise the supply chain further, increase its global trading capacity and control costs of goods into the UK.

This control of goods will provide for a control on market place prices across the on-trade sector of retail within the marketplace, ensuring that in the uncertain economic environment that faces the UK, post Brexit, the minimisation of costs to the UK provides for stability to the consumers. 

Does the supply chain actually need to be reduced and centrally controlled? 

I would argue that it does, as there are a significantly higher number of man-made disasters and natural disasters that can upset the supply chain, causing high recovery costs and lower profits. (Wagner, S & Nikrouz, N. 2010). 

A prime example of supply chain disruption was the CO2 crisis in June 2018. A number of EU companies that produce CO2 closed due to maintenance and with only 2 of the available 5 production plants in the UK being operative, this led to significant disruption in the chain, lower product production and availability (BBC News, June 2018). Greater control of the production facilities, potential global joint ventures, or greater forecasts and direct purchases would have secured a more stable outcome for companies requiring CO2. 

A number of supply chain factors could be avoided by reducing the actors involved in each process. Whilst natural disasters and terrorism are a part of our global society, delays and cost in handling during the border crossings could be reduced. Whilst increasing stock holding in the UK can reduce delay costs and higher numbers of transportation or handling charges, this would require significant cash investment for potential long stock items within the network. Removing suppliers from the chain, would significantly reduce risk and therefore lower cost implications to the business, (Sunil, C & Sodhi, M. 2004).

Are there potential risks to the business due to predicted contraction of the UK GDP post Brexit and how can we mitigate these?

If the UK economy and GDP does contract post Brexit potentially threatening the business and its consumer base, it may be prudent for the company to consider its purchasing facilities potential move to Dublin, Ireland. This move would eliminate the effect of the decreased strength of the pound by purchasing the products in Euro, allowing the company to continue to trade within the EU, thus again reducing risk further. Whilst trade tariffs would still be incurred upon arrival into the UK with a move to WTO rules, the currency risk could be significantly reduced, protecting business and end user prices. 

The currency risk in my opinion is quite high due to the volatility in pound strength, posing a threat to UK business that rely upon imported goods from international markets. Would it therefore be prudent for MC to consider fixing exchange rates with the potential global trading partners, if the euro were also at risk of devaluation. 

The benefit would certainly provide currency stability, protecting MC from potential swings in the currency value. This assurance would enable products to be imported to the UK at a guaranteed rate, giving certainty to the UK market of price stability in the on-trade. 

The negative of this fixing is that it could be expensive to maintain (Amandeo, K. 22nd April 2019), as this could drive the value of the currency down artificially. Potentially causing a rise in interest rates, although it would be unlikely to have significant impact upon the UK national interest rates. It would however, be hedging risk at the potential loss of profits, should the pound increase in strength for Matthew Clark and potentially driving up interest rates on the company credit facilities.

Currently the company does operate hedging currency procedures with both the Euro and the USD. It would be my recommendation that this continues and is expanded to cover any new imports derived from the supply chain efficiencies. 

As identified above, Matthew Clark currently operate various methods of international trade. If the company was to move the IBD & FOB purchases to EXW purchases, this could control and reduce the transportations costs. This economy of scale would provide an increase of trade with a smaller number of global transportation companies, greater speed and more efficient international trade, along with cost synergies for the business. 

Stability offers support to the economy, ensuring that whilst the potential risk of GDP reduces and unemployment levels could increase, consumer spend in outlet would be protected and not subject to unprecedented rises which may be imposed by external importers of products. 

As shown above, Matthew Clarks product portfolio are shown to be inelastic and any increase in the cost to the end consumer would impact volume and profitability through Matthew Clark. Subsequently with lower volume in the sector, lower levels of duty are paid to the Government, thus impacting public cash availability. This could trigger a spike in duty to cover the deficit, which in turn would further reduce public spending in the industry, further effecting Matthew Clark volume. 

Are the general economic changes a threat to the business and should it diversify to mitigate these risks? 

Whilst demand is growing from the UK alcohol market currently, higher household debt levels, wage costs and minimum wage criteria along with social shifts and diversification of product requirements, supply chains are reviewing changes to their business structures.

Indebted households spending is shown to be lower, particularly following the 2008 financial crisis and a causal link has been made to tighter credit conditions, (Bunn, P & May, R. 2016). This aligned with the increase in unemployment in the sector which highlights lower monthly spend, could increase risk to the Matthew Clark on-trade business, slowing revenue growth.

A rise in private debt has also been shown to precede a banking crisis, (Reinhart, C & Roghoff, K. 2010).

Should a banking crisis occur, potentially leading to further recession globally, the impact upon Matthew Clark and C&C Group Plc would be significant. 

Risks associated with unpaid debt, could lead the company into a financial crisis of its own. Higher borrowing as seen by the company reports, is directly related to % of EBITDA. 

Pub closures in the recession of 2008 saw significant increases and the subsequent effects of the recession has kept these closures numbers higher, (IEA, December 2014). These reductions were not only specific to the pub sector of the industry, with alcohol sales down in many markets and even big MNC like Diageo reporting sales falling in Spain by 12% in 2009, (The Independent, 2010).

The complexity of the current Matthew Clark structure, may not withstand a reduction in on-trade premise availability, coincided with lower consumer interaction in the drinks sector. 

Therefore, the need to diversify the company structure is more crucial now, in preparation for potential future industry crisis or even potential global economic crisis. 

Majestic wine moved from a value chain to a bulk wine importer directly increasing the profitability, Coop have outwardly indicated that the power is no longer with the buyers of the retail chains, but actually the end consumers which are driving the purchasing decisions. Consumer insights are now critical to the supply chain and consumer expectations are very high, (The Grocer, July 2018).

Would it therefore be prudent for Matthew Clark to diversify its operations, moving from a wholesaler and importer of goods, integrating with numerous suppliers in the multi-national arena creating international joint ventures? 

Whilst evidence shows that vertical integration within business can create ownership of specific rights of control providing for superior outcomes and returns to the business, (Grossman, S & Hardt, O. 1986). A study of European banks concluded that private ownership profitability was not directly related to cost efficiencies, moreover it was related to the assets, (Iannotta et al, 2007). 

Therefore, a move to diversify Matthew Clark business in such a manor would not guarantee increased profitability. It could however enhance economic growth within the channel category it integrates with, due to lower costs and higher controls of volume and imports.

It has been argued that provided the IJV companies, share organisational structure similarities, the risk factor associated with the IJV is reduced, (Pothukuchi, V et al, 2002), controlling the supply chain further and reducing risk.

Therefore, focus should be given upon determining the best global companies to integrate with, ensuring structural similarities and global trade aspirations. 

One thing that is certain, the Grocer highlighted the 2 most influential people in the drinks business in 2018, no 1 is Stephen Glancey, CEO, C&C Group PLC and no 2 is Jason Warner, North EU President, AB InBev. As C&C, CEO, Stephen has been pushing for stabilisation, simplification and optimisation of the business processes. 

[bookmark: _GoBack]Being the most influential person in the business and the CEO of Matthew Clarks parent company. Matthew Clark is in a fortunate position to change the shape of trade within the on-trade in the UK, maximise on cross company purchasing process, global trading practices and control of importation of products into the UK. 

I would suggest, should global governance of the alcohol industry be imminent, it would be prudent for Stephen Glancey and other influencial actors, to be working alongside the government and their negotiations with the perspective global regulator.
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