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Over the years, we have sourced many of our most profitable investment ideas from esoteric areas of the market 
poorly researched by the investment community.

Dassault Aviation, the manufacturer of Rafale2 fighter aircraft and of business jets, is just one of these companies. 
Fighter aircraft and private jets are not usually thought of as mainstream industries to invest in, and the company 
is barely known to the investment community. Whilst Dassault Aviation has been publicly quoted for 27 years, 
the free float remains small, rising from 2% to 14% when in 2015 Airbus began to dispose of its investment as part 
of a wider refocusing. The free float should rise further, to 38%, by the end of 2017 as Airbus disposes fully of its 
holding. This might encourage the fund management industry to begin paying the company some closer attention.

The company has the lustre of being 56% owned by the Dassault family, who have a justified reputation as 
creators of value over the years. We are fortunate to have also invested in Dassault Systèmes, the world leading 3D 
technology group, which is 41% owned by the Dassault family. The company has managed to grow both sales and 
earnings per share by 10% p.a. over the past ten years. The company generates a 23% ROCE and boasts €1.6bn of 
net cash. The share price has risen by 3½ times over the decade.

Dassault Aviation provides further evidence for the family’s unusually long-term mindset and for its careful 
management of their investments, boasting consistently impressive returns on capital over many years. Accounting 
is conservative with R&D expensed through the P&L, while the company has a very strong balance sheet, holding 
some €2.5bn net cash. 

The Rafale has an unusual history. In the late 1970s the French, British, German, Italian and Spanish governments 
joined forces to develop a European jet fighter (known as the Eurofighter). The French government, however, 
broke away from the project in 1981 following disagreements over workshare and – more importantly –
specifications. France wanted a lighter, ‘omnirole’ fighter jet which could operate from their aircraft carriers. 
The first demonstration aircraft of what would become the Rafale was developed by Dassault Aviation, Thales 
and Safran in 1986. This was soon followed by an order from the French government in 1988, and the first Rafale 
entered service in 2001. 

In many respects, the Rafale might seem a poorer aircraft than the Eurofighter. The Eurojet EJ200 engine gives 
the Eurofighter a higher top speed: 2495 km/h compared with 1912 km/h for the Rafale and its Snecma M88 
engine. The Eurofighter has a slightly faster rate of climb rate – 315 metres per second compared to the Rafale’s 
304. The Eurofighter’s Captor M radar has a 22 km range, as against the Rafale’s AENA radar and its 15 km range. 
Still, the two planes do have a similar flying range, of 3800 km, while the Rafale can carry five drop extra-fuel 
tanks compared to just three for the Eurofighter.

Now, can you spot the main difference between the two aircrafts below?

Eurofighter
 

Rafale
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1 Faire Face is the motto of the French air force academy, the École de l’Air, it can be rendered in English as to overcome.

2 A rafale is a gust of wind.



Long Short Net long 
(short)

Industrials 0.0 0.0 0.0

Technology 0.0 0.0 0.0

Consumer goods 0.0 0.0 0.0

Financials 0.0 0.0 0.0

Consumer services 0.0 0.0 0.0

Oil & gas 0.0 0.0 0.0

Healthcare 0.0 0.0 0.0
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The more eagle-eyed among you will have noted that the small wings – ‘canards’ to the initiated – on the 
Eurofighter at the top are positioned further forward than on the Rafale (below). While the positioning of the 
canards close to the nose has the effect of increasing the plane’s instability, it also greatly enhances (with the aid 
of seventy on-board computers) the maneuverability of the jet.

But this strength of the Eurofighter is also its weakness. The fighter was designed in the depths of the cold war to 
outmaneuver Russian aircrafts in a dogfight. The likelihood of such aerobatics in European airspace has greatly 
receded in recent times. The Rafale, by contrast, has the advantage of being able to fly, at low altitude, at very 
high speeds owing to the positioning of the canards behind the cockpit. And this is what has made the Rafale 
uniquely well-suited to the low-level bombing typical of recent warfare in Afghanistan, Libya, Mali, Iraq and Syria. 
The Eurofighter has, as a consequence, been relegated to the role of a support aircraft to the Phantom bomber in 
these types of missions.

The Rafale has the added advantage of being able to carry more bombs. The Rafale can carry 21,000 lbs of 
ordnance on 14 hard points whilst the Eurofighter can only carry 16,500 lbs on nine hard points.

 
Rafale – count the hard points… 

The Rafale also has the advantage – in some eyes – of not being American. The echoes of General de Gaulle’s 
‘troisième voie’ continue to reverberate. The General was a harsh critic of many things Anglo-Saxon and indeed 
withdrew from NATO command structures in 1966 because he felt that the institution undermined French 
sovereignty.

All this seems to have resulted in the announcement of a significant number of new orders from India (36), 
Egypt (24), and Qatar (24) over the past 18 months. There remains the possibility of further domestic orders 
from countries such as Malaysia and the UAE. 

Getting to grips with the private jet side of the business has been equally fascinating. Business jet profits are 
currently depressed by an unusually high level of R&D spending (13% of sales versus 8% on average) as the 
company prepares to launch a new range of jets focused on the more profitable large-cabin end of the market 
(Falcon 5X, 7X and 8X). This has coincided with a cyclical low in the private jet market following the financial 
crisis. Orders however, have begun to recover again rising from 64 jets in 2013 to 90 in 2014. With the market 
continuing to recover from cyclical lows, and the new range progressively coming on stream, profits look set to 
rise significantly over the next few years.

Dassault Aviation, then, is a good example of how we can often uncover fine investment opportunities: a company 
which operates in an unusual industrial sector, and a business few have made the effort or taken the risk to 
understand. You might say we have been true to that motto of the ‘École de l’Air’ – we ‘overcame’ the obstacles, 
and uncovered a fascinating business.

Stuart Mitchell
1 June 2016
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This thought piece is a confidential communication issued by S. W. Mitchell Capital LLP and is for information only.  It was prepared by S. W. Mitchell Capital LLP only for, and is directed only at persons 
that qualify as Professional Clients or Eligible Counterparties under the FCA rules, including appropriate institutional investors and intermediaries. It is not intended for the use of and should not be relied 
on by any person who would qualify as a Retail Client. No person receiving a copy of this newsletter may copy it for transmission to another person. This document has been prepared from sources which 
are believed to be accurate, however in producing it S. W. Mitchell Capital LLP may have relied on information obtained from third parties and accepts no liability for the accuracy or completeness of such 
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Past performance should not be seen as an indication of future performance and will not necessarily be repeated. The value of investments and the income from them may fall as well as rise and is not 
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