
 

 

Revival Under Construction 
Home Depot remains the leader in the U.S. home improvement retail industry, a 

result of its scale advantages, steady cash generation, and expansion into the 

professional customer market. However, weakness in big-ticket discretionary 

spending and a slow housing market present headwinds in the near term. We initiate 

$HD with a HOLD rating and a price target of $362.  

 

Thesis Point 1 Since a peak in sales growth during FY2020, Home Depot’s revenue 

growth fell from 19.9% down to -3.0% in FY2023, with EBIT margins narrowing from 

16.6% to 13.5%. This reflects headwinds that continue today, from a lack of 

consumer confidence combined with high interest rates creating a weak housing 

market, which the mature home improvement retail industry is closely tied to. 

However, investors are optimistic about rate cuts. On October 29th, the Federal 

Reserve cut rates for the second time in 2025, bringing the interest rate to the lowest 

it has been in 3 years. Lower interest rates could spur the housing market and 

increase demand for big-ticket discretionary items, which consumers had turned 

away from. While big-ticket transactions above $1,000 grew just 0.9% in FY2025 Q1, 

sales increased by 2.6% in Q2. This may suggest a return to large projects which 

provide high amounts of revenue for Home Depot. If rates continue to decrease, 

pent-up demand for big-ticket items may be released, creating high revenue growth 

that Home Depot has not seen in the past few years. However, until this happens, 

headwinds are still weakening Home Depot’s revenue in the near-term. 

  

Thesis Point 2 Home Depot aims to secure its revenue sources during times of 

market weakness by expanding into an untapped $200 billion professional customer 

segment. Its $18.3 billion acquisition of SRS last year and recent $5.5 billion 

acquisition of GMS strengthen its position through complementary products and 

distribution which could help drive revenue and logistic synergies. In the near-term, 

expansion into the professional market may help offset the current weak housing 

market. In FY2024, 78.9% of revenue in the industry came from professionals, 

compared to 21.1% from DIY customers. In Q3 of FY2024, SRS drove a 6% sales 

increase, offsetting declining foot traffic, and in both Q2 and Q3 of FY2024 revenue 

would have fallen YOY if SRS sales had been excluded. With the GMS deal closed, the 

acquisition is expected to add $5.5 billion in incremental sales in FY2026, thereafter 

increasing annually at around 3%. However, the acquisition is expected to put 

pressure on already tight EBIT margins due to integration costs.  

   

Company Overview Founded in 1978, The Home Depot, Inc. is the world’s largest 

home improvement retailer, serving both DIY consumers and professional 

contractors. The firm set out to revolutionize the home improvement industry through 

scale, product variety, and customer service. This vision still defines Home Depot’s 

success, with it offering 30,000 products in its 2,353 stores across North America, 

and over a million items online. This extensive scale, along with logistics advantages 

and ongoing investments in technology and professional customer segments 

reinforce its competitive moat and enable Home Depot to sustain leadership amid 

macroeconomic headwinds. With a 17% share of the U.S. home improvement retail 

market, Home Depot maintains a steady lead over competitors.  
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TICKER:                           $HD   

RATING:                                                            HOLD 

PRICE:                    $379.39 

PRICE TARGET:                   $362.10 

MARKET CAP:                                  378.247B 

52-W RANGE:                                 326.31 - 439.37 

NTM P/E:                                                           24.51 

IMPLIED UPSIDE:                                         -4.55% 



 

Downside Risk  

In 2024, 50% of its Home Depot’s sales came from professional customers compared to 

20-25% of Lowe’s. After recognizing the advantages professional customers offer due to 

their higher amount paid per transaction compared to DIY customers, Lowe’s acquired 

Foundation Building Materials for $8.8 billion in August. This will strengthen Lowe’s ability 

to compete for professional customers and adds pressure on Home Depot’s market share 

and margins. Increasing competition to capture sales from professionals could slow the 

growth effects Home Depot hopes to see from its investment in the professional space. 

Upside Risk  

As of October 2025, the CCI is under 100, reflecting consumers’ current pessimism. 

Overall, plans to buy big-ticket items have started to pick up after weakening earlier in the 

year. If consumer confidence improves rapidly over a short period of time and pent-up 

demand produces similar sales to FY2020 when there was over 17% in revenue growth, 

revenue would increase more than expected and could boost the share price further. 

Catalysts  

Several factors are catalysts for Home Depot’s stock. Firstly, it is unclear when interest 

rates will fall enough to boost the housing market to the point where Home Depot will see 

a steady jump in growth. Investors are betting on this headwind being removed shortly, 

and pent-up demand being released rapidly as a result. In addition, the results of the 

acquisition of SRS and GMS will impact stock performance. If both perform well and 

increase revenue this could boost the stock performance. 

Valuation   

Our 5yr DCF model assumes a 13.4x EV/EBIT multiple. Revenue growth remains slow in 

2025, before peaking in 2026 at 8% revenue growth, assuming a strengthened housing 

market and release of pent-up demand for big-ticket items. Revenue growth falls to 5% in 

FY2030, the professional customer segment adding to its 4.6% terminal growth rate. GMS 

provides a jump in revenue for FY2026, with $5.5 billion sales being added. The 

acquisition of GMS initially offsets the positive effects on the operating margin from the 

introduction of digital tools and productivity initiatives. In FY2025 the operating margin 

returns to its expected long-term rate of 15%, reflecting the impact of the productivity 

initiatives and projects to limit the effects of tariffs. While $HD is currently selling at a 

premium, the valuation could be justified, reflecting investors’ confidence in its 

dominance of the industry. While both Home Depot and Lowe’s shares fell this past year, 

$LOW fell by 4.8% more than $HD. $HD outperformed due to its scale advantages, 

expansion into the professional customer segment, and investment in supply chain 

technology.  

Conclusion 

We give Home Depot a HOLD rating, due to its growth potential from pent-up demand, 

investment in expanding the professional customer base, and industry leadership. 

However, despite these factors, headwinds from the housing market remain an issue and 

there is no timeline for when this will be lifted, or how strong this effect will be. Taking this 

into account, we initiate coverage with a HOLD rating and a $362.10 price target with a 

4.7% downside.  
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Disclosures and Ratings: Bluegrass Capital Research does not hold any professional relationships with the securities mentioned in this report. Our 

ratings are defined as follows: Buy (expected to outperform the market), Hold (expected to perform in line with the market), and Sell (expected to 

underperform the market), typically over a 12-month horizon. This report is for educational and informational purposes only and should not be 

considered as financial advice. 

Downside Case: Our $292.50 downside case PT is based 

on a 12.1x EV/EBIT multiple, assuming the housing 

market remains weak and no pent-up demand for large-

scale items is released. Revenue grows slowly and there is 

no margin recovery. By 2030, revenue growth hits 4.6% 

Upside Case: Our $486.12 upside case PT is based on a 

14.0x EV/EBIT multiple, assuming the housing market 

makes a strong recovery and pent-up demand for large-

scale items drives revenue growth. We also see margins 

recover due to efficiency initiatives, although not to the 

level during the peak time. By 2030 revenue growth 

remains at 5%, due to investments made in the professional 

market. 
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