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Food Delivery Platforms: 
Will they eat the restaurant industry’s lunch? 
On-demand food delivery platforms have exploded in popularity across both the emerging and 
developed world. For those restaurant businesses which successfully cater to at-home consumers, 
delivery has the potential to be a highly valuable source of incremental revenues, albeit typically 
at a lower margin. Over the longer term, the concentration of customer demand through the 
dominant ordering platforms raises concerns over the bargaining power of these platforms, their 
singular control of customer data, and even their potential for vertical integration. Nonetheless, 
we believe that restaurant businesses have no choice but to embrace this high-growth channel 
whilst working towards the ideal long-term solution of in-house digital ordering capabilities. 
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Introduction: the rise of food delivery platforms 
 
The flood of technology investors into the delivery space has helped rapidly expand the market 
for in- home consumption of restaurant food. So far, this trend has arguably been most 
pronounced in the urban centres of developed markets, thanks to their dense populations, cash-
rich-time-poor consumers (often with expense accounts), and higher penetration of restaurants. 
Markets such as the USA are, however, more (nationally) fragmented than their EM equivalents, 
containing space for several well capitalised food delivery players which often dominate in 
different cities. China is at the leading edge of innovation and adoption in food delivery, much as 
it is elsewhere in the consumer digital space. 

Install Penetration of Leading Food Delivery App 

 
Source: AppAnnie  

Home delivery used to be the near-exclusive domain of organised chains specialising in delivery, 
such as the major pizza brands; and informal neighbourhood eateries such as Chinese takeaways 
in the US. Pizza brands have for a long time operated their own in-house delivery platform, 
generally with impressive consistency of execution in the case of the major players. Domino’s 
Pizza in particular has also pioneered the use of technology, both in terms of engineering a 
frictionless and accessible ordering experience for customers; as well as using data to design 
promotions and streamline back-end operations. Its UK business is a great example here. 
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Online Participation of £ Sales (%) 

 
Source: Domino’s Pizza UK 

Domino’s Pizza App: UK Monthly Average Users 

Source: AppAnnie 

Broadly, the third-party food delivery space can currently be divided into two different 
categories. Full delivery services will generally charge restaurants a commission of as much as 
20-30% of the order value; the platform-only options closer to 10-15%. 

 Platform Only ‘New Delivery’ 

Description 

App and website which connects customers 
to restaurants, typically manages the 
ordering process, but leaves delivery to the 
restaurant or to third party delivery firms 

App and website connects customers to 
restaurants; restaurants prepare each order; 
and contractors employed by the platform 
collect it for delivery to the customer 

Advantages 

Asset-light; highly profitable; can achieve a 
network effect; can still log customer data, 
albeit more applicable to the more 
fragmented, independent QSR space 

Choice of restaurant partners not limited by 
their delivery capacity (therefore larger 
addressable market); owned distribution acts 
as barrier to entry; greater end-to-end control 
over customer service; potential to operate 
‘ghost kitchens’; total control of customer 
relationship and ownership of data 
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Disadvantages 

Less control over customer service; no 
competitive advantage in delivery; 
addressable market limited by number of 
local restaurants with in-house delivery 
capabilities or presence of outsourced 
delivery options 

More complicated and usually less profitable; 
potential labour relations issues with 
independent delivery contractors; potential 
for ‘gig economy’ regulatory crackdown 

Examples Just Eat; Grubhub (brand) 
Deliveroo; Postmates; Uber Eats; Swiggy; 
Meituan; Caviar (Square) ele.me (Alibaba); 
Mr D Food; DoorDash 

Hybrid Models Grubhub (company); Delivery Hero; Zomato; Takeaway.com; Wongnai; Rappi; Glovo 

 
We have ignored here, for now, the long-term potential for integration with 1) meal kit 
companies such as Blue Apron and HelloFresh, which could theoretically exploit idle delivery 
capacity at food aggregators outside of peak mealtimes; and 2) e-commerce players such as 
Amazon, which has piloted restaurant delivery services in the US and could create an overlap 
in terms of logistics capabilities as it reduces customer lead times in its most important 
markets. 

Food delivery platforms have now democratised the at-home market to allow almost all casual 
dining formats to compete in the at-home occasion. This has driven an important habit 
formation amongst consumers to opt for delivery services. In the highest penetration markets 
we believe food delivery has become: 

• More routine; not just for special occasions or ‘last resorts’ 
• A clear winner in terms of convenience when compared to in-person visits to 

restaurants, with a sufficiently small deficit in terms of price and quality of experience 
• A varied and potentially healthy option, overcoming the ‘occasional indulgence’ stigma 

of e.g. pizza delivery or Chinese takeaway 
• An option at lunchtime (and possibly office breakfasts) given the greater variety and 

thus move away from traditionally ‘heavy’ delivery staples 

Given this creation of new foodservice consumption occasions, we suspect that the majority of 
foodservice demand channelled through digital platforms is incremental; i.e. competes directly 
with grocery purchases and homemade meals. This view is corroborated by the leading 
restaurant ordering systems provider in the US, Olo, which claims that many of its clients have 
rigorously tested this hypothesis, and found digital orders to be almost entirely incremental to 
their existing ‘eat-in’ restaurant sales. A survey conducted by Guggenheim Partners also backs 
up this conclusion, illustrated in the chart below. 

 

 

 



Thematic Research ∙ June 2018 
5 
 

                                   

 

Reasons for Placing Food Delivery Orders 

Source: https://www.barrons.com/articles/grubhub-heres-why-people-order-delivery-1520950167  

These findings align with the observed direction of spending patterns amongst American 
consumers, with out-of-home meals enjoying a steady increase in their share of consumers’ 
wallets, growing at a much faster rate in recent years than grocery purchases. 

US Retail Spend by Sector (USD bn) 

Source: US Census Bureau  

Nonetheless, the rise of food delivery platforms has far outpaced this much more gradual long 
term shift. Inevitably, therefore, at least a small portion of the restaurant demand now 
channelled through these platforms is cannibalised from eat-in dining. We discuss more of the 
associated risks here in section 3. 

http://www.barrons.com/articles/grubhub-heres-why-people-order-delivery-1520950167
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Opportunities for Chained Restaurant Companies 

For restaurant businesses, the positive side to the rise of food aggregators is entirely linked to 
incremental consumption occasions. Delivery platforms offer the opportunity of not just higher 
revenues, but by extension higher sales densities at each outlet, thus leading to improved 
return on investment since the additional sales should theoretically require little to no 
expansion of the asset base. We would stop short of suggesting that food aggregators can 
boost restaurant company margins, since any benefit in the form of operating leverage is likely 
to be wiped out by the commission charged on each order. 

Food delivery platforms provide open up various potential routes through which to access 
incremental consumers: 

• To local customers only interested in delivery. This customer, interested primarily in 
convenience, would not consider eating restaurant food without the ability to have it 
delivered to his door. This could be, for example, an office worker on the upper floor of 
a nearby high- rise who wants lunch delivered quickly. Such a customer would likely not 
have considered ‘classic’ delivery foods such as pizza. He would also appreciate the 
convenience of intuitive mobile ordering systems as opposed to the need to keep paper 
copies of local menus and telephone a specific restaurant to place the order. 

 
• To local customers discovering the restaurant for the first time. Eat-in customers either 

have to be aware of a restaurant beforehand or be tempted inside as a passer-by. Food 
delivery platforms are a location equaliser. Every nearby restaurant has an equal chance 
of attracting new customers even if their site is sub-optimal for passing traffic. 

 
• To an expanded catchment area of customers. In dense urban areas, a restaurant’s most 

regular customers are likely to be residents of, or visitors to the immediate surrounding 
area. Delivery apps bring the potential to expand this pool of customers to anyone within 
a circa 15-minute motorcycle ride. 

 
• In less populated neighbourhoods, possibly through the establishment of ‘ghost 

kitchens’: the use of delivery platforms enables restaurants to consider opening outlets 
in areas which could not sustain a restaurant through passing foot traffic alone. Chains 
can consider opening kitchens near, as opposed to within, ‘prime’ areas to access 
important pools of demand without paying up for prime rents. To make further cost 
savings and avoid the complications of operating eat-in dining altogether, they can 
establish ‘ghost kitchens’ which operate purely on a delivery basis and do not cater to 
walk-ins. 

The characteristics of digital orders have also proven to be particularly favourable to restaurant 
companies according to Olo: 
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• Digital ticket sizes are, on average, around 20% higher than those of eat-in customers 

• Algorithm-driven apps are generally better than humans at upselling – consumers find 
gentle in-app suggestions less intrusive than the awkward sales pitches of underpaid, 
high-turnover waiting staff anxious not to endanger their tips 

• Customers treated to convenience are inclined to spend more – as opposed to the eat-
in customer who has grown slightly resentful as a result of waiting to be served. 

In terms of operations, one of the great advantages to restaurants of food delivery platforms 
is the flexibility they provide with which to use them according to each outlet’s specific 
circumstances. In the highest performing, most optimally located sites, the delivery platforms 
can be used to simply soak up idle capacity during off-peak times. On a busy Friday or Saturday 
night, the restaurant can make itself unavailable to delivery orders if its kitchen is fully occupied 
by on-site customers. 

On the most advanced platforms, restaurants can also provide real-time updates as to their 
speed of service. In this way, customers on the app sorting their food options in ascending 
order of estimated delivery time will tend to gravitate towards restaurants which are most 
available to provide instant service and avoid those already dealing with a rush of orders. 

Can digitalisation drive market consolidation? 

Overall, digitalisation of the sector in general does, we believe, have the potential to accelerate 
market consolidation and grab share away from independent restaurants. According to the US 
pizza delivery platform Slice, 62% of the overall American pizza delivery industry belongs to 
small independent players. However, when it comes to digital orders, 95% go to chains. This is 
almost entirely attributable to Domino’s Pizza and its prescient investment in digital ordering 
systems. Nonetheless, though this is only one example, it illustrates the potential advantages 
of scale for chained restaurants that stay ahead of the competition in terms of technological 
prowess. 

The bad news is Domino’s is arguably an exception, not the rule, in its use of technology to 
exploit the potential of home delivery. Across the industry, the picture for restaurant 
businesses is much less rosy 

in fact third party food delivery platforms represent the disintermediation of restaurants and 
their customers, by technology businesses which have been much quicker to take advantage 
of this opportunity. 
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Threats to Restaurant Operators 
 
Inevitably there are drawbacks on the side of restaurant operators to the insertion of a digital 
platform into the established foodservice value chain, particularly if these platforms can 
channel and subsequently monopolise consumer demand in the segment. 

• For restaurant brands which have established a competitive advantage based on 
occupying the best locations, delivery platforms constitute an erosion of their location-
based competitive advantage. This of course only applies to delivery orders and not 
the majority of sales which are still represented by eat-in customers. But the situation 
can be exacerbated if competitors exploit the flexibility offered by delivery platforms 
to place their restaurants in cheaper locations, thus gaining a cost advantage which 
can in turn be leveraged to offer customers lower prices. 

• In a similar vein, restaurant chains which have over several years established brand 
recognition based around the prominence of their locations, will see this advantage 
rendered less and less relevant by an ongoing rise in delivery orders. Established 
restaurant chains may well currently be ‘top of mind’ when customers choose where 
they would like to eat. But they will not necessarily be ‘top of list’ when a customer 
opens a delivery app – beyond sponsored listings, restaurants are sorted by their 
customer ratings and by their promised speed of service. Food aggregators thus 
represent a levelling of the playing field, opening up the marketplace to competition 
from smaller chains and independents. In this crowded space, chains can easily 
become lost amongst the hundreds of available options whatever the strength of their 
brand legacy. 

• Eventually the crowding of restaurant concepts into the food aggregators can bring 
about a dilution of brand power. This is especially true if the delivery company fails to 
execute on its side of the customer service bargain. Should a customer’s food arrive 
late, cold or incorrect, the restaurant brand cannot help but be tarnished by the overall 
experience, even if the platform company is the one to blame. 

• As food aggregators gain in popularity, there is a danger to restaurants that the 
platform becomes the brand. The more consumer demand for restaurant food is 
funnelled through a concentrated number of platforms, the more bargaining power 
accrues to the platform in the value chain. A monopolistic food aggregator could 
eventually charge commission rates in excess of their ‘introductory’ rates today and 
thus squeeze the margins of restaurant operators. A potential comparison here is 
Online Travel Agents, a sector in which the market leaders have successfully 
maintained their bargaining power against the hotels industry, without being forced 
into any compromise in terms of commission rates. 

• The rise of platform companies could prove particularly worrisome for franchised 
restaurants – the establishment of an additional leg in the value chain further 
complicates the economics of the business for chains operating in this manner. Simply 
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put, a franchisee who already pays a 5% royalty to the brand-owner is less likely to be 
able to afford a further commission to a food aggregator of 20%-plus. Franchisors, 
therefore, which attempt to harness the home delivery trend may face a backlash from 
their franchisees, particularly if these additional orders introduce increased 
operational complexity. In this case, chains which operate using a corporate store 
model may find themselves better placed to incorporate delivery into their sales mix. 

• A further drawback for restaurant chains of using food aggregators is that the platform 
company owns the data. This prevents the restaurant brands themselves from 
establishing the richest possible profile of their own customers; and therefore 
precludes some of their ability to accurately and swiftly respond to the direction of 
consumer preferences. 

• In fact, the platforms themselves are empowered to do this and can be incentivised to 
vertically integrate by harnessing the power of this data. For example, they are better 
able to identify white spaces (e.g. X neighbourhood has strong unmet demand for Y 
cuisine) into which they can launch their own label ‘ghost kitchens’. Such outlets, freed 
from the need to maintain appropriate décor, printed menus, etc., can radically 
overhaul their menu concepts at the drop of a hat. 

Deliveroo ‘Editions’: How Ghost Kitchens are Presented to the Consumer

 

• A final risk, particularly to smaller and less profitable restaurant chains, is the damage 
which platform-sourced delivery orders can do to the working capital cycle. Grubhub 
in the US, for example, takes 30 days to reimburse its partner restaurants for orders 
placed on its platforms. Needless to say, the cost of servicing these orders is immediate 
and such unfavourable payment terms can be highly damaging to a small restaurant 
chain’s cash flows. 
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A suggested playbook for QSR businesses 

Bearing in mind all the threats and opportunities of food aggregators outlined above, we 
suggest the following steps for a QSR operator looking to adapt to this changing marketplace. 

• This is a growth channel that cannot be ignored. So embrace digital ordering platforms 
– better to cannibalise your own in-store traffic than to let others eat your lunch. QSR 
consumers are increasingly ordering online, so follow the consumer. In developed 
markets, digital ordering has grown to encompass everything from value fast food to 
premium casual dining – arguably the only restaurant category that is exempt from the 
delivery category is experiential fine dining. 

• But pick a delivery platform which aligns with the branding and value proposition of 
your restaurant. A mid-range casual dining format, for instance, should not be 
appearing in the same forum as an independent kebab shop and/or a luxury sushi 
concept. And where possible, monitor service quality through every stage of the order 
process, rather than ignoring each stage following the ‘hand-off’ to the delivery 
platform. The customer will still have your brand in mind if the food arrives late, cold 
or incorrect. 

• An obvious but crucial point – the gross margin on each order must be high enough to 
offset the cost of commission. We believe this isn’t a problem for most operators as 
the cost of food and packaging should be no more than 30-40% of the sale price. But 
individual orders with gross margins below 50% will struggle to cover costs once 
commissions of 20% plus are factored in. 

• Think carefully about the product range and about packaging. Design dishes which 
work well in an in-home environment (while remaining faithful to your core 
proposition). Work out how to package these for the best possible delivery and 
consumption experience. R&D into bespoke packaging is worthwhile – in fast food, for 
example, the possibilities are endless for the company which works out a way to make 
sure fries haven’t turned soggy once they reach the customer. 

• Have a payments app, a loyalty system and an independently routed (i.e. not through 
the delivery platform) pathway to ‘click and collect’. Starbucks is a leading example 
here. These alternative digital ordering systems are the best way for restaurant brands 
to recapture the relationship with the customer and to make use of their own data. 
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Digital Payments and Loyalty System for in-store orders: Caffe Nero 

     
 

• Design your stores for the new delivery market – this may mean bigger kitchens, a 
smaller seating area, and a dedicated pickup spot. Be careful that embracing delivery 
doesn’t damage service quality for eat-in diners. A surge in delivery orders should not 
mean slowing service times for customers who have taken the trouble to visit the 
restaurant. And be vigilant that potential walk-in customers are not put off by a cluster 
of helmet-wielding delivery drivers crowding the entrance to the restaurant. 

Separate mobile order pick-up and walk-in order cashiers: Sweetgreen in New York

 

• At the same time, don’t repeat the mistakes of bricks-and-mortar retail chains of being 
‘over- stored’ at the time e-commerce took off. In the future, restaurants will likely 
need fewer outlets – there will be less of a need to establish a physical presence in 
each neighbourhood in order to reach the optimal number of customers. Focus instead 
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on driving same store sales growth through digital orders, rather than the more asset-
intensive, higher risk approach of buying growth through new restaurants just as the 
industry undergoes a rapid channel shift. 

 
• Finally, the utopian option is to hold sufficient brand awareness and tech expertise as 

to operate your own digital platform and delivery, and thus control every stage of the 
value chain, retain end-to-end oversight of the customer experience, as well as 
complete ownership of the customer relationship. This is what Domino’s Pizza has 
achieved, but realistically most restaurant chains do not have sufficient brand 
awareness to rely solely on their own app; nor do they have the tech capabilities to 
offer best-in-class user interface and delivery when compared to the greater scale of 
the food aggregators. And of course, your food must be appealing enough that 
consumers seek it out frequently rather than looking for inspiration amid the endless 
choice of a food aggregator. 
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The Arisaig Approach 

We believe in emerging markets and that the best way to access and indeed amplify growth 
here is to invest in the companies that sell the everyday low-ticket items that consumers in 
can’t live without. 

We like dominant businesses that have built deep competitive moats, enjoy high margins and 
enjoy low capital intensity. These businesses embrace technology to market and distribute 
their products and run their businesses more efficiently. 

We seek out management that understands and protects our interests as minority 
shareholders and takes long term Environmental, Social and Governance issues seriously. 

We are patient and see low portfolio turnover as a virtue. At the same time we are vocal and 
see it as an important part of our fiduciary duty to share our views with management, with 
whom we meet regularly. 

We think short term valuation metrics are a distraction from the multi-decade growth 
opportunity that we look to. 

We pay no attention to stock market indices. 

Given our narrow focus we limit the amount we manage by capping all our funds and invest in 
our own products. 

Disclaimer 

This document is issued by Arisaig Partners (Asia) Pte Ltd for information purposes only. Whilst 
Arisaig Partners (Asia) Pte Ltd believes that the sources of the information are reliable, none of 
Arisaig Partners (Asia) Pte Ltd or its associated or related entities, nor its or their officers or 
employees give any guarantee, representation, warranty or undertaking, either expressly or 
implicitly, and accepts no liability for the accuracy, validity, timeliness, merchantability or 
completeness of any information or data (whether prepared by Arisaig Partners (Asia) Pte Ltd 
or by any third party) contained in this document for any particular purpose or use or that the 
information or data will be free from error. This document and the information or data 
contained herein should not be copied or distributed to third parties without the prior written 
consent of Arisaig Partners (Asia) Pte Ltd.  

This document should not be regarded by recipients as a substitute for their own judgement. 
Any opinions expressed herein are subject to change without notice and Arisaig Partners (Asia) 
Pte Ltd is not under any obligation to update or keep current the information contained herein. 
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