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Consumer Sector Spotlight

Understanding the health of the global consumer is essential to 

forecasting economic growth, considering that consumer spending 

contributes nearly 70% of US GDP. While we cannot precisely predict 

the onset of a recession, we are less interested in businesses dependent 

on economic growth as the primary driver of their fundamental 

improvement. Instead, we focus on identifying high-quality franchises 

exposed to secular trends and internal drivers resulting in multi-year 

profit cycles irrespective of fluctuations in the economic backdrop.

Within the domain of consumer spending, we look for businesses that 

possess a powerful combination of a compelling value proposition, 

significant potential for increased market penetration via new store 

expansion and superior store-level economics return profiles as the 

recipe for success to creating economic value.

The Fast-Casual Restaurant Industry

Market penetration success stories are not uncommon within the 

consumer sector. In this context, we delve into the restaurant industry, 

which is inherently complex due to the nature of its offerings: 

perishable items consumed on demand necessitating precise inventory 

management, complex supply chains, and packaging solutions that 

preserve food quality for takeout and delivery. Therein lies the opportunity.

To be sure, there is no shortage of restaurants in the marketplace. The 

industry is intensely competitive. As analysts, our task is to scrutinize 

the unique value proposition of each company. What drives consumer 

preference? Is it solely the flavor, or does a narrative around quality 

ingredients appeal to health-conscious customers? Additionally, we 

must consider whether the pricing aligns with the consumer’s perceived 

value. A company that offers a widely appealing product at an attractive 

price can achieve substantial growth, especially given the frequency of 

meal consumption - breakfast, lunch and dinner, seven days a week, all 

year round.

Despite an intensely competitive landscape, fast-casual restaurants 

can be highly profitable. These businesses are increasingly benefiting 

from enhanced accessibility and convenience, a trend accelerated by 

the pandemic, with the advent of delivery services like DoorDash and 

Uber Eats.

In this analysis, we will focus on Chipotle and Wingstop. Each of these 

companies has cultivated a unique consumer value proposition and 

has significant runway remaining for high-return store expansion. 

However, each company utilizes a uniquely successful business model to 

create value.

Trailing 5-Year Total Returns (%)

Source: Artisan Partners/ S&P/FactSet, as of 30 Apr 2024. Past performance does not guarantee and is not a reliable 
indicator of future results.

Store Economics 

A strong consumer value proposition is vital for driving robust consumer 

demand. However, the key to generating economic value lies in two 

essential areas: (1) deploying an operational model that not only satisfies 

consumer demand but does so with enough efficiency to produce 

appealing profits at the individual store level, and (2) formulating a store 

expansion strategy that optimizes capital efficiency. This means the cost 

of constructing or opening a new store should be at a level where the 
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Company Description Value Proposition Business Model

Chipotle Restaurant chain that specializes 
in Mexican food, such as burritos, 
tacos, and bowls.

Chipotle offers a comparatively healthier option 
than other fast-food chains given it provides 53 
fresh ingredients that can be used to customize 
customer orders prepared on site.

Owner Operator: Chipotle maintains complete ownership 
and control over in-store operations and the expansion of 
new stores. This hands-on approach, while demanding in 
terms of capital and management, positions the company 
to fully reap the benefits of high returns when 
executed successfully.

Wingstop Restaurant chain specializing in 
fresh, cooked-to-order chicken 
products, including wings, 
sandwiches, and side orders.

Wingstop products offer a strong value for 
the money for consumers. Furthermore, the 
company’s previous focus on chicken wings 
limited consumer frequency. However, it 
recently introduced the chicken sandwich, 
which we believe will increase consumer 
frequency, is benefitting from increased 
convenience (digital/delivery) and increasing 
scale is leading to higher advertising spend to 
drive consumer awareness.

Franchise: Wingstop controls brand development along 
with establishing a repeatable process for franchisees to 
build, open and operate Wingstop locations. The franchisor 
business model depends upon franchisees investing their 
own capital to open new stores. In exchange, Wingstop 
earns a percentage of the revenues from these franchises 
in addition to payments to support functions such as 
advertising. This business model is asset-light for the 
franchisor (Wingstop) with margin profiles that are typically 
superior to an owner-operator model.



profit generated by each store, when compared to the build cost, results 

in an attractive return on the capital invested in opening that store. Thus, 

reinvesting cash flow from ongoing operations into new store openings 

becomes the most judicious allocation of resources.

Chipotle spent an average of $1.2M in development and construction 

costs per new restaurant in 2023 and expects these numbers to be 

consistent in 2024. Once a new store is fully operational, average unit 

revenues are expected to be ~$3M and operational costs per store 

average 76% of revenues (meaning operating margins are 24%). This 

revenue and operating margin profile implies $720K in expected annual 

operating income, a 60% cash-on-cash return and a payback period of 

~20 months.

Wingstop targets an initial investment of $480K. Once a new store is 

fully operational, average unit revenues are expected to be $1.8M and 

the company targets a 70% cash-on-cash return and a payback period 

of less than 2 years, even after incorporating the 6% royalty fee and 5% 

advertising fee that franchisees pay.

Chipotle Wingstop

Up-Front Costs $1.2M $480K

Average Unit Revenues $3M $1.8M

Operating Margin 24% Not disclosed

Operating Income (Revenue X 
Operating Margin)

$720,000 Not disclosed 

Cash-on-Cash Return (Operating 
Income / Up-Front Costs)

60% 70%

Franchise Fee + Advertising Fee 0 11%

Implied Payback Period <2 Years <2 Years

Source: Chipotle and Wingstop 2023 Annual Reports.

These less than 2-year payback periods highlight the attractive economics 

of these business models. Both companies have created operations 

that have generated high returns and, importantly, are easily replicated, 

allowing for high-return market penetration potential. These high returns 

can create a self-funding flywheel where the highest and best use of 

capital from existing operations is investing in new stores.

Store Expansion Progress and Outlook

Given the demonstrated demand for each of these restaurant concepts 

and the attractive economics of launching new stores, we believe these 

companies will continue to march toward their market penetration 

aspirations. Using company reports, each is still relatively early in its 

expansion plan. Coincidently, both companies are targeting a total 

addressable market size of 7,000 stores but are taking different paths to 

reach their targets. Taking a closer look at some of the details surrounding 

each company’s plans:

Chipotle is currently at ~3,400 stores, with the vast majority within the 

United States, and is targeting an annual unit growth rate of 8-10%. 

Importantly, the company continues to innovate as it grows with the 

recently launched Chipotlane, an efficient, drive-through operating model 

that should drive even higher cash-on-cash returns. In 2023, 238 of the 271 

new restaurants included a Chipotlane. The company is also focused on 

expanding its presence outside of the US and will focus on accelerating 

growth in Canada and expanding at a measured pace in Europe.

Wingstop is currently at ~2,200 stores, and management believes there 

is a significant opportunity to continue to expand both domestically 

and internationally. Within the United States, 56% of stores are located 

in Texas, California, Illinois, and Florida. The company will focus on 

growing within these high-brand-awareness markets while attempting 

to broaden out to new markets through investments in advertising and 

promotional activity. At the end of 2023, Wingstop had 288 international 

locations. The company believes that the restaurant operating model 

translates well internationally based on the small real estate footprint, 

simplicity of operations, the universal and broad appeal of chicken and 

the ability to customize its wide variety of flavors to local tastes.

While it is an important part of our thesis, these footprint expansion 

plans need to be incorporated alongside a broader mosaic of 

fundamental factors. For instance, what is each company doing to drive 

same-store sales growth? With Chipotle, we mentioned the Chipotlane 

earlier as one of the efforts management is taking to drive operational 

efficiencies during peak periods of demand. For context, the company 

is achieving low-20s transaction counts during peak 15-minute intervals, 

but management believes high-20s to low-30s is attainable. This would 

drive meaningful improvements in same-store sales.

Wingstop has been generating strong same-store sales momentum due 

to several factors, including menu innovation, national branding efforts, 

the integration of a second delivery provider (Uber Eats), and an ongoing 

value-based bundling strategy. Importantly, this same-store sales increase 

has been traffic-driven (rather than by rising prices), which stands in stark 

contrast to many of its competitors.
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Investment Process Highlights

We seek to invest in companies with franchise characteristics that are 

benefiting from an accelerating profit cycle and are trading at a discount 

to private market value.

Security Selection

We seek to identify companies with franchise characteristics that are 

selling at attractive valuations and are benefiting from an accelerating 

profit cycle. We look for companies that are well positioned for long-term 

growth, driven by demand for their products and services, at an early 

enough stage in their profit cycle to benefit from the increased cash 

flows produced by the emerging profit cycle.

Capital Allocation

Based on our fundamental analysis of a company’s profit cycle, we 

divide the portfolio into three parts. GardenSM investments are small 

positions in the early part of their profit cycle that will warrant a more 

sizeable allocation once their profit cycle accelerates. CropSM investments 

are positions that are being increased to a full weight because they 

are moving through the strongest part of their profit cycle. HarvestSM 

investments are positions that are being reduced as they near our 

estimate of full valuation or their profit cycle begins to decelerate. We 

believe that adhering to this process increases the likelihood of delivering 

upside participation with downside protection.

Broad Knowledge

We overlay security selection and capital allocation with the capability 

to invest opportunistically across the entire global equity spectrum. It is 

our goal to have broad knowledge of the global economy to ensure that 

we are able to find growth wherever it occurs. This capability extends 

from the design of our team, which leverages the broad experience of the 

portfolio managers and the deep expertise of the analysts on the team.

Team Overview

We believe deep industry expertise, broad investment knowledge, a highly 

collaborative decision-making process and individual accountability are a 

powerful combination. Since the inception of the team in 1997, we have 

been committed to building a team of growth investors that retains these 

attributes and is solely dedicated to our process and approach.

Artisan Strategies Managed

n  Global Opportunities Strategy
n  Global Discovery Strategy
n  U.S. Mid-Cap Growth Strategy
n  U.S. Small-Cap Growth Strategy

  

Artisan Partners Growth Team
The following team members contributed to this report

Matt Kamm, CFA
Portfolio Manager

Roderick Brower
Head of Sustainable Investing, Analyst
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For more information:   Visit www.artisanpartners.com

Investment Risks: International investments involve special risks, including currency fluctuation, lower liquidity, different accounting methods and economic and political systems, and higher transaction costs. These risks typically are 
greater in emerging and less developed markets, including frontier markets. Securities of small- and medium-sized companies tend to have a shorter history of operations, be more volatile and less liquid and may have underperformed 
securities of large companies during some periods. Growth securities may underperform other asset types during a given period. These risks, among others, are further described in Artisan Partners Form ADV, which is available upon request.

This summary represents the views of the portfolio managers as of 31 Mar 2024. Those views may change and the Strategies disclaim any obligation to advise investors of such changes. For the purposes of determining the portfolios’ 
holdings, exposures are delta-adjusted at the issuer level and may include multiple securities of the same issuer. The holdings mentioned above comprise the following percentages of a representative account within the Composites’ total net 
assets as of 31 Mar 2024: Artisan Global Opportunities Strategy: Amazon.com Inc 2.4%, Shopify Inc 1.3%, Artisan U.S. Mid-Cap Growth Strategy: Shopify Inc 1.8%, Etsy Inc 0.8%, Artisan U.S. Small-Cap Growth Strategy: Etsy Inc 0.9%. 
Portfolio holdings are subject to change without notice and are not intended as recommendations of individual securities. Securities named in the commentary but not listed here are not held in the portfolio as of the date of this report.

The Global Industry Classification Standard (GICS®) is the exclusive intellectual property of MSCI Inc. (MSCI) and Standard & Poor’s Financial Services, LLC (S&P). Neither MSCI, S&P, their affiliates, nor any of their third party providers 
(“GICS Parties”) makes any representations or warranties, express or implied, with respect to GICS or the results to be obtained by the use thereof, and expressly disclaim all warranties, including warranties of accuracy, completeness, 
merchantability and fitness for a particular purpose. The GICS Parties shall not have any liability for any direct, indirect, special, punitive, consequential or any other damages (including lost profits) even if notified of such damages.

The S&P 500® Index is a product of S&P Dow Jones Indices LLC (“S&P DJI”) and/or its affiliates and has been licensed for use. Copyright © 2024 S&P Dow Jones Indices LLC, a division of S&P Global, Inc. All rights reserved. Redistribution 
or reproduction in whole or in part are prohibited without written permission of S&P Dow Jones Indices LLC. S&P® is a registered trademark of S&P Global and Dow Jones® is a registered trademark of Dow Jones Trademark Holdings LLC 
(“Dow Jones”). None of S&P DJI, Dow Jones, their affiliates or third party licensors makes any representation or warranty, express or implied, as to the ability of any index to accurately represent the asset class or market sector that it 
purports to represent and none shall have any liability for any errors, omissions, or interruptions of any index or the data included therein.

The index(es) are unmanaged; include net reinvested dividends; do not reflect fees or expenses; and are not available for direct investment.

Our capital allocation process is designed to build position size according to our conviction. Portfolio holdings develop through three stages: GardenSM, CropSM and HarvestSM. GardenSM investments are situations where we believe we are right, 
but there is not clear evidence that the profit cycle has taken hold, so positions are small. CropSM investments are holdings where we have gained conviction in the company’s profit cycle, so positions are larger. HarvestSM investments are 
holdings that have exceeded our estimate of intrinsic value or holdings where there is a deceleration in the company’s profit cycle. HarvestSM investments are generally being reduced or sold from the portfolios.

This material is provided for informational purposes without regard to your particular investment needs and shall not be construed as investment or tax advice on which you may rely for your investment decisions. Investors should consult 
their financial and tax adviser before making investments in order to determine the appropriateness of any investment product discussed herein. 

Artisan Partners Limited Partnership (APLP) is an investment adviser registered with the U.S. Securities and Exchange Commission (SEC). Artisan Partners UK LLP (APUK) is authorized and regulated by the Financial Conduct Authority and 
is a registered investment adviser with the SEC. APEL Financial Distribution Services Limited (AP Europe) is regulated by the Central Bank of Ireland. APLP, APUK and AP Europe are collectively, with their parent company and affiliates, 
referred to as Artisan Partners herein.

Artisan Partners is not registered, authorized or eligible for an exemption from registration in all jurisdictions. Therefore, services described herein may not be available in certain jurisdictions. This material does not constitute an offer or 
solicitation where such actions are not authorized or lawful, and in some cases may only be provided at the initiative of the prospect. Further limitations on the availability of products or services described herein may be imposed.

This material is only intended for investors which meet qualifications as institutional investors as defined in the applicable jurisdiction where this material is received, which includes only Professional Clients or Eligible Counterparties as defined 
by the Markets in Financial Instruments Directive (MiFID) where this material is issued by APUK or AP Europe. This material is not for use by retail investors and may not be reproduced or distributed without Artisan Partners’ permission.

In the United Kingdom, issued by Artisan Partners UK LLP, 25 St. James’s St., Floor 10, London SW1A 1HA, registered in England and Wales (LLP No. OC351201). Registered office: Phoenix House, Floor 4, Station Hill, Reading Berkshire 
RG1 1NB. In Ireland, issued by Artisan Partners Europe, Fitzwilliam Hall, Fitzwilliam Pl, Ste. 202, Dublin 2, D02 T292. Registered office: 70 Sir John Rogerson’s Quay, Dublin 2, D02 R296 (Company No. 637966).

Australia: This material is directed at wholesale clients only and is not intended for, or to be relied upon by, private individuals or retail investors. Artisan Partners Australia Pty Ltd is a representative of APLP (ARBN 153 777 292) and 
APUK (ARBN 603 522 649). APLP and APUK are respectively regulated under US and UK laws which differ from Australian laws and are exempt from the requirement to hold an Australian financial services license under the Australian 
Corporations Act 2001 in respect to financial services provided in Australia.
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