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Etsy, Inc. (ETSY): Buy @ $13.00
Buy Thesis: We upgrade our rating from a Hold to a Buy and our PT from $11 to $13. We
believe Etsy’s Market Position in e-commerce is stable as 1Q17 y/y growth rates for both
GMS (14%) and Revenue (18%) are projected to outperform estimated 1Q17 U.S. ecommerce growth (11% y/y). The slowdown in Seller Services revenue drove slower topline growth but a review of Etsy’s Internals (Growth in Active Buyers/Sellers and Take
Rate) shows stability in the e-commerce platform. Etsy is undergoing a Management reshuffle and implementing cost savings measures. We’re confident that the introduction
of Etsy Studio last month, a marketplace hub between arts & crafts suppliers and sellers,
could add to incremental growth in Seller Services revenue in 3 to 4 quarters.
Furthermore, the requirement by Etsy for all Active Sellers to use Etsy Payments platform
later this month could also add to higher transaction fee revenues.
TABLE 1: Etsy 1Q17 Results
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Source: Etsy, Inc. and Estimize.com

I.

Slowdown in Seller Services Revenue Drove Slower Top-line Growth

Etsy’s drop in 1Q17 revenue growth to 18% y/y from 25% y/y last quarter was a result of a combination of
macro weakness and internal factors. On the macro side, U.S. consumer spending growth slowed down in
1Q17 and political uncertainties in Europe – Brexit and the French elections – may have had an adverse
impact. Etsy’s international GMS is now 13% of total GMS and grew 21% y/y in 1Q17.
FIGURE 1: Y/Y Revenue Growth, by Business Segment (%)
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On the internal side, the steep decline
in Seller Services revenue from ~60%
y/y in 1Q16 to just 24% y/y in 1Q17
was a major factor in driving down
1Q17 net revenue growth (see Figure
1). Seller Services has become a
greater part of the sales mix growing
from 53% of total sales in 1Q16 to
~56% in 1Q17.

Net Revenue

Source: Etsy, Inc.
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Etsy is replacing their current CEO (Chad Dickerson) with a new CEO (Josh Silverman) who could be more
capable in taking Etsy to the next level of growth. While it’s still too early to gauge what the new growth
strategy will be, management clearly hinted during the 1Q17 call that the company will increase
marketing spend to acquire new customer traffic, drive higher conversion from site visits and encourage
existing buyers to increase their average spend. Management reiterated that for the first 8 years in
business, Etsy did not engage in any type of marketing campaign.

II.

Healthy Internals Indicate Stable E-commerce Market Position

Etsy’s internal metrics indicate a stable market position in e-commerce. For example, Active Buyers have
grown steadily from 25M in 1Q16 to ~30M in 1Q17, an average of 19% y/y over the last 5 quarters (see
Figure 2 left). Active Sellers have also posted a nice growth rate from 1.6M in 1Q16 to ~1.8M in 1Q17, for
an average growth rate of ~12% y/y (see Figure 2 right).
FIGURE 2: Active Buyer Growth (left) and Active Seller Growth (right) – in Million and Y/Y Change (%)
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FIGURE 3: Take Rate (%)
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Etsy’s take rate has also increased incrementally from 12.7%
in 4Q16 to 13.5% in 1Q17, up 80 bps. Over a 5-quarter
period, take rate grew by 50 bps from 13% in 1Q16 (see
Figure 3). As management executes its strategic initiatives
this year to increase conversion and average purchase size, it
is likely conversion rates will grow incrementally as well.

Source: Etsy, Inc.
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