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Millennials’ Changing Tastes Reshaping Consumer Stocks

Argus recently dedicated its monthly conference call to consumer stocks, with a
focus on Consumer Staples names. At the mere mention of this historically defensive
sector, growth investors’ eyes tend to glaze over.

Yet this is the sector where some of the best growth stories now reside. A new
generation of consumers – the Millennials – is demanding a new menu of healthy, or-
ganic and natural fare. Companies such as Hain Celestial, WhiteWave Foods, and Mon-
ster Beverages are growing much faster than the old consumer staples war horses. Ac-
cordingly, they have become some of the hottest stocks in the market.

THE SAME OLD LIST…
Had we hosted a Consumer Staples conference call even two years ago, the coverage list
from 50 years prior would have sufficed: Coke and Pepsi, General Mills and Kellogg,
Procter & Gamble and Colgate. These venerable names are financially strong, have glo-
bal market presence, and pay healthy dividends.

Between 1970 and today, the big players in this sector underwent a major transfor-
mation as they shifted from a largely domestic customer base to a global customer base.
The overseas conquest included exporting some brands, but was principally driven by
acquiring local assets and absorbing them into global go-to-market models.

This strategy added growth drivers to a historically slow-growing group and infused former U.S.-only companies with a
few decades of strong overseas market-share gains. But formerly fast-growing emerging markets are now well-developed; and
already slow growth in mature markets is in many cases now being replicated in the emerging world.
Meanwhile, the strong dollar has become a major headwind to revenue growth. The consumer staples war-horses have fallen
back out of favor, though they still have value anchoring portfolios, playing defense in falling markets, and providing reliable
income.

…MEETS A NEW GENERATION…
The Baby Boomers, those born between 1946 and 1964, were such a mighty demographic force that they over-shadowed the
follow-on “Generation X” (those born from 1964 to 1982). While there was some second-generation overlap, many boomers
competed for jobs with Gen X rather than parented them. The biggest part of the boomer cohort bore the children known as the
Millennials, those born between 1982 and 2000.
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Boomers, in their younger days, openly fought with
their “greatest generation” parents over politics, race, femi-
nism, the Vietnam War, sexual mores, and drugs. But over
time, their fire died down. Boomers, for all their early re-
belliousness, grew up on Classic Coke and Big Macs, and
never really questioned where their jeans and sneakers were
coming from.

Millennials are staging a subtler but more sustained
rebellion. They don’t decry their parents’ beliefs, mores,
or tastes; they simply have not adopted them. Without the
protest-march fanfare of young boomers, Millennials have
quietly extracted elements of the 1960s and 1970s counter-
cultural ethos, including “back to the land,” “sustainable,”
and “green.”

Millennials have grown up in the digital age, which
has granted them insight into the real world never experi-
enced by prior generations. Immersed in the real-time news
cycle, Millennials insist that their devices and clothes come
from workplaces that use resources sparingly, practice
sustainability, and treat workers fairly.

And, much as they want to make the earth a healthier
place, they are insisting on healthier fare for themselves
and their children. In short, Millennials are completely at
home in the consumer economy; but they’re reshaping it
to produce the goods, products, and services they want.

…AND GETS A MILLENNIAL TWEAK
Millennials have been surrounded by fantastic affluence,
but have also seen their middle class parents fighting to
hold onto their life-styles. After watching corporations dis-
card their parents when they reach 50 or 55, Millennials
more than any prior generation seek to build careers rather
than earn salaries; value co-worker networks over any
single job; and start their own companies with unmatched
entrepreneurial zeal.

The intersection of these trends – sustainability;
healthier living; and entrepreneurial spirit – has resulted in
the emergence of several companies well suited to the new
generation. But who are the Millennials, exactly?

There are over 92 million Millennials, born between
1982 and 2000 and ranging in age from their mid-teens to
their mid-30s. Given this age spread, their purchasing power
is still emerging. According to our research, Millennials
have $300 billion in direct purchasing power, mostly rep-
resenting older Millennials established in their work and
families. They have an additional $500 billion in indirect
purchasing power, representing spending by their mainly
boomer parents on housing, sustenance, clothing, educa-
tion, healthcare, and entertainment.

Millennials are already coveted by marketers, even
though they control only 30% of their purchasing power.
As millennials rise into their maturity, they will increas-
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ingly control their own spending. And disposable income
will further rise as mid-20s Millennials pay off their “moun-
tain” of student debt.

INDIVIDUAL NAMES
FOR THE MILLENNIAL SHIFT
WhiteWave Foods (WWAV) — 12-month target price of
$49. WhiteWave markets plant-based foods & beverages
and dairy products in North America, Europe, and other
markets. WhiteWave is widening its domestic and over-
seas distribution and is gaining market share in Europe.
We note that the company’s Horizon brand is often the most
price-competitive among pricey natural & organic prod-
uct offerings; that is helping WhiteWave broaden accep-
tance beyond traditional healthy food devotees to the gen-
eral shopper. WhiteWave has exemplary growth rates, in-
cluding five-year CAGRs of 17% in revenue, 15% in net
income, and 10% in EPS. Following volume growth well
above industry average in 2014, we project growth for the
current year and going forward that is well in excess of the
industry average.

Hain Celestial (HAIN) — 12-month target price of $74.
Hain is a play on continued strong demand for natural &
organic foods, given its well-known brands including Ce-
lestial Seasonings, Earth’s Best, Terra, Health Valley, and
other brands. The company’s fast-growing customers in-
clude natural & organic grocers such as Whole Foods
Market and Sprout Farmers Market, along with distributor
such as United Natural Foods. Equally important, Hain is
gaining shelf space with traditional grocers ranging from
Kroger’s to Wal-Mart Super Centers. Given the strength
of its eponymous tea brand and its above-average growth
rate, Hain has been able to purchase complementary assets
at a discount to its own valuation metrics. We expect demand
for Hain products to increase as boomers and Gen X grown-
ups adopt healthier choices in their declining years and as
Millennials make healthy eating the bedrock of their diet.

Constellation Brands Inc. (STZ) — 12-month target price
of $140. Constellation is the world’s largest wine producer
and a maker and marketer of spirits and beer. Brands in-
clude Clos du Bois, Ruffino, Robert Mondavi, and
SVEDKA vodka. The company also owns the rights to brew
and market Modelo Mexican beers (including Corona) in
the United States. While providing some of the most popu-
lar beers among young tipplers, Constellation is most
aligned with Millennial tastes based on its deep and varied
roster of wine brands. Tapping into these tastes, Constella-
tion has posted CAGRs of 6.5% in revenue and 18.5% in

EPS over the past five years. We expect this spirits mer-
chant to continue growing the top line and expanding mar-
gins based on growth in premium beers and more expen-
sive wines and ongoing industry consolidation among sup-
pliers, wholesalers, and retailers.

Monster Beverage (MNST) — 12-month target of $164.
Monster Beverage Corp. markets and distributes energy
drinks and other alternative beverages, including natural
sodas, juices, smoothies, teas, lemonades and enhanced
waters. The company has an impressive history of growth,
with five-year compound annual sales and EPS growth rates
in the 13%-15% range. Late in 2014, Coca-Cola agreed to
pay $2.15 billion for a 17% ownership stake in Monster.
Under the terms of the deal, Coca-Cola will transfer its $2
billion energy drink business to Monster, which will then
transfer its non-energy drinks (Hansen Natural) to Coca-
Cola. Coca-Cola will distribute Monster products domes-
tically and internationally. The deal, amended in February
2015 to include more territories, is expected to close be-
fore mid-year. Although MNST’s valuations are on the rich
side, we believe that the stock deserves a premium to the
peer group and market given the company’s growth his-
tory and outlook.

Starbucks (SBUX) — 12-month target price of $54.
Starbucks may seem like the grandpa of this group. But
we’ve included it because of the company’s willingness to
continually reinvent itself – not only its menu items, but
its retail distribution, new partnerships, new online order-
ing options, and social media & mobile strategies. Starbucks
is more attuned to social issues than any comparably sized
public corporation. The recent “Race Together” initiative
met with criticism but also won praise. Starbucks has been
in the forefront of fair compensation initiatives for coffee
field workers. And the recent pledge to pay baristas’ col-
lege costs resounded across the generations to included
beleaguered boomers burdened with their offspring’s col-
lege debt. The recent 2-for-1 stock split and our expecta-
tion that SBUX can exceed FY15 EPS guidance position
the stock for further gains.

CONCLUSION
The four stocks listed above include two that have been
added to coverage during 2015. Argus will continue to en-
hance and expand our coverage to include more compa-
nies attuned to changing consumption, technology, and
investment trends, in order to meet the needs of new and
current investors.

Jim Kelleher, CFA,
Director of Research
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ARGUS RATING SYSTEM
Argus uses three ratings for stocks:  BUY, HOLD and SELL.  Stocks
are rated relative to a benchmark, the S&P 500.

A BUY-rated stock is expected to outperform the S&P 500 on a
risk-adjusted basis over a 12-month period.  To make this determi-
nation, Argus Analysts set target prices, use beta as the measure
of risk, and compare risk-adjusted stock returns to the S&P 500
forecasts set by the Argus Market Strategist.

A HOLD-rated stock is expected to perform in line with the
S&P 500.

A SELL-rated stock is expected to underperform the S&P 500.
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Stock From To Change
Perrigo Company PLC PRGO  BUY HOLD 4/10/15

Philip Morris Intl In PM    BUY HOLD 4/13/15

AGL Resources Inc GAS   BUY BUY 4/14/15

Stock Raised to BUY

Symbol On this date

AGL Resources Inc GAS   4/14/15


