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Description and Summary:  
Retailing is broken into two categories, durable and non-durable goods.  Distributors, such as building materials stores, automotive dealers, furniture stores, and some general merchandisers, sell durable goods. Nondurable goods generally are sold by department and general merchandise stores, apparel and accessory stores, food and drug stores, and restaurants.  Some of the biggest retailers in the country are Wal-Mart, Kohls, Home Depot, Target, etc.   
Due to the seemingly endless recession continues to scare shoppers out of stores and reduce discretionary spending. The personal consumption figure returned to negative territory (-1.2%) in the month of August. And ongoing elevation of savings rates highlights consumers changed attitudes towards shopping. As we progress through the back-to-school shopping season without much of a demand bang, the sights are being set on the vital holiday season in hopes that consumers will show a change of heart. 
International Competitive Structure: 
The majority of competition in the US retailing industry is domestic.  International companies such as IKEA have made their way into the US market intensifying US competition.    
Strengths:

1.   Increasing disposable income among baby boomers. The demographics in the US are changing with many baby boomers nearing retirement.  It is expected that empty nesters will have more disposable income.    

2. Economies of scale. Large companies have advantage in economies of scale and can gain market share with lower prices to customers. The competitive nature of the industry provides for smaller companies to be put out of business while big companies are taking over.  
Weaknesses:

1.  Intense competition. Profit margins are becoming slimmer than ever as competition is the industry is extremely competitive. 

2.  Retailers not only have intense competition with companies in their direct retail lines but they also have to compete with all other retailers for the public’s disposable income. 
3.  The industry is very cyclical. Most high sales take place during the holiday seasons.  Many retailers have high fixed costs related to real estate.  It is difficult to meet all fixed costs in times of low sales.
Opportunities/Trends:

1. New technology is available for inventory management.  Inventory is a retailer’s biggest asset and companies can increase their inventory turnover and lower costs by better inventory management which will lead to lower prices for customers and increased market share.
2.  The sale of assets can provide a retailer with much needed investment cash.  Assets such as credit cards can be spun off to invest in core business or to fund capital repositioning, strengthening the hold in the competitive market.  Real estate owned by companies is typically very valuable and can be divested from poorly performing locations and invested into more profitable ones. 
3.  Off-price channels have partially offset losses of business from full-line stores. These off-price stores sell both merchandise purchased directly from vendors and clearance merchandise from full-line stores. The new off-price stores should help both companies weather the recessionary economy. 
4. Offshore manufacturing is providing low cost merchandise to large retailers.  A large percentage of goods sold by retailers have started to be produced overseas.  Offshore companies manufacture goods at lower costs due to cheaper labor and PP&E costs.  Large retailers can take advantage of offshore manufacturing because they can afford to buy in large quantities.  They save money on a per item basis and because of more efficient shipping.     
Threats:
1.  The number of unemployment has continuously been increasing since January of 2008. Nearly 7 million jobs have wake of the current recession. Consumer’s resources of income have consolidated, and it is taking disposable income away from the consumers. 
2. The housing market is in turmoil. The national housing market is at its lowest level in over 50 years. Usually people spend money on retail when they buy new housing.  A slow housing market indicates lower sales for retailers because people are not spending money on extra retail items such as furnishing new homes and home improvement.

3.  Consumer debt is at all time highs in the US.  People will not be able to take on as much consumer debt as they did in the past few years.  People will begin to use disposable income to pay back debt rather than more consumption.
Key Valuation Ratios to Watch:

Sales are very important to watch.  Inventory turnover, profit margins, and same store sales are important. 
Key Items to Watch:

Macro statistics such as real GDP, disposable income, CPI, interest rates, consumer confidence, and unemployment are important.
Return Performance versus the S&P 500 (in %):
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