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Sector Overview 
The sector of Consumer Discretionary is a diverse group of businesses that supply the public with goods that are generally 

nonessential. This sector is generally the most sensitive to the business cycle. When the market is down, this sector lags, 

however when the market is in a boom, this sector tends to outperform. The group can be divided into five individual 

industries: automobiles and components, household durables and apparel, and retail. Discretionary products and services 

include cars, furniture, household appliances, hotels, restaurants, movies and TV, clothing, handbags, and 

shoes. Consumer discretionary B subsector that will be focused on is retail. 

Retail Sub-Sectors 

• Distributors • Internet & Catalog Retail 

• Multiline Retail • Specialty Retail 

• The retail subsector accounts for about 6% of the S&P 500 

Key Drivers 

Economy 
The economy is currently in mid-late stage expansion. In 2018, the annual pace 

of gross domestic product (GDP) was 3.5 percent. In the third quarter of 2019, it 

is projected that GDP will slow to 1.8%. 

Unemployment 

 As unemployment decreases, consumer spending increases, and vice versa. In 

September of 2018, unemployment was at its lowest it has been since 1970. Unemployment The 2018-year-end 

unemployment rate was 3.7 percent. In 2019, unemployment has risen to 4 percent. is projected to stay around the same 

level for the next 6 months to a year.   

Inflation 

As inflation rises, it has a negative impact on the sector. Prices increase, this impacts consumer spending on goods. 

Inflation was forecast to be 1.9 percent in 2018 and 2019 according to consensus. Over the past decade the PPI index has 

been on an uptrend following consistently with average CPI.  

Wages  
 If wages are growing steadily, consumers will have more money to spend after they buy their necessities such as food and 

shelter. Wages have risen over the past 10 years steadily. 

Consumer Confidence  
Retailers and businesses with high consumer exposure use 

this index to predict down turns in revenue or profitability. 

Currently the Consumer Confidence Index is just off its 18-

year high, which happened last March. The current index sits 

at a value of 100.6. 

Interest Rates   
This sector is highly sensitive to movements in interest rates. 

Currently, rates have been rising, but have stopped at 2.5%. 

Projections for rate hikes have now come to the consensus 

that the FED is done raising rates. 

Future Outlook 
Economy 

• Consumer Confidence 
• Low Interest Rates 
• Inflation 

Strengths 
• Substitute Goods  
• Nonessential Goods 
• Import Taxes 

 

Weaknesses 

• Recession 
• Chancing Consumer 

Habits 
 

Threats 
• Automation 
• Lower Taxes 
• Emerging Markets 

 

Opportunities 
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- Currently in the mid-late stage of expansion 

- Earnings growth will slow down in the coming years 

Unemployment  

- Projected to stay at the same level for the next 6 months 

- Reached lowest level in 50 years this last year 

Inflation 

- Inflation target rate is 2% 

Wages 
- Wages will continue to grow into the later stages of the cycle. 

Consumer Confidence 

- As wages increase so will consumer confidence 

Interest rates 

- Projected to stay the same in 2019 

- The level of optimism in the economy is dependent upon 

interest rates 

The consumer discretionary sector will be a market leader in 2019. 

Recommendations 

TJX Companies (TJX) 
We recommend a HOLD for TJX. In the third quarter of 2018, 

they have opened up 102 new stores, bringing its total store count 

to 4,296. TJX has generated 22 straight years of annual 

compensation growth and is expected to accelerate as other brick-

and-mortar retailers close.  

 

TJX has raised its dividend annually for over two decades, and its payout ratio of less than 30% indicates that this 

dividend increase will not stop in the future. Holding onto this stock is something that should continue to pay off and be 

rewarded in the long run. They are one of the last retailers open after what is known as the retail apocalypse. 

 

TJX’s off-price retail chains, T.J. Maxx, Marshalls, HomeGoods, TJX Canada, and TJX International (Europe and 

Australia), all sell brand-name products at lower prices than Amazon. This is done by buying off-season or clearance 

products from over 20,000 vendors in more than 100 countries. This unique business model enables TJX Companies to 

keep growing, as other retailers reduce their brick-and-mortar footprints.  
 

Ulta Beauty 
We recommend a HOLD for Ulta Beauty. The 1,124 stores have been doing well for the last 10 consecutive years, with 

increases in revenue, EBITDA, and EPS. In 2009, their EPS was only 50 cents. In 2019, their EPS had risen to $10.76 per 

share.  

 

Ulta has been able to stay on top of the competition by offering a wide variety of beauty products. Ulta offers both brand 

name and drug store products, whereas their main competitor, Sephora, only offers high end and luxury products. This is 

appealing to shoppers on a variety of budgets. Another area that makes Ulta stand out is in November of 2018, they also 

launched Kylie Cosmetics. Kylie Jenner’s line is only available on her website or at Ulta. Carrying this brand will help 

target a younger audience. Lastly, Ulta uses a point system that helps encourage consumers to purchase their products 

there. For every $1 spent, 1 point is earned. After 100 points are earned, customers receive discounts.  

Retail Sales Growth 
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