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Retail Rollover

Is it the canary in the coal mine?

May 24, 2022                            Written by Brooke Thackray

Retail stocks got rolled over last week, what does it mean for the economy and stock market? 
Not good!

Government stimulus and central bank easy monetary policy has caused runaway infl ation. 
Government stimulus is largely gone and the Federal Reserve is starting to tighten its mon-
etary policy. During the pandemic, consumers have been living the high life as incomes 
were artifi cially pushed higher than pre-pandemic levels by government stimulus. Times 
have changed and consumers have been trying to keep their spending habits going. In the 
pandemic, consumers switched to online buying. As COVID dissipated, consumers switched 
their buying patterns to more in person buying and services. With the lack of government 
cash, consumers have been racking up huge debts on their credit cards. It takes a while for 
buying patterns to change. As interest rates have moved higher, consumers have been forced 
to adjust and have started to reduce their spending. 

Retail spending growth rates have been declining since January 2022. The US Retail Sales 
report was released on Tuesday May 17, 2022, showing a growth rate of 0.9% on a month-
over-month basis, as expected. Although this looks like a strong number, it must be remem-
bered that the Retail Sales report is not adjusted for the CPI infl ation rate of 8.3%. Other 
non-offi  cial infl ation reports show infl ation at much higher levels. The trend of declining 
growth is important. The last three months have been showing a declining trend. Given some 
of the recent earnings reports from companies in the retail sector, it is possible that we could 
see the trend continue lower.

On Tuesday May 17, Walmart announced earnings that fell short of expectations and sub-
stantially reduced their forward guidance. Walmart ended up being 11.4% lower on the day. 
On Wednesday May 18, Target announced earnings that fell short of expectations and also 
lowered their guidance. Target ended down 25% on the day. It was interesting to note Tar-
get's CEO commented that Target had noticed a shift in buying patterns two months ago as 
consumers were buying less and shifting down market. Last week, other retail companies, 
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including Kohl's reported earnings that were worse than expected. Consumers are starting 
to struggle. 

There are shortages in certain products, but overall inventories are increasing (see graph 
below). Rising inventories are partly from companies ordering a lot of product during the 
supply chain crisis. Retail operations wanted to make sure that they had enough product 
when delivery times increased by weeks and sometimes months. Retail operations are also 
suff ering from consumers not being able to buy as much product due to higher prices. Con-
sumers have only so much to spend and as prices rise, they have to reduce how much they 
can buy. The combination of overstocking and consumers reducing the amount of items that 
they are purchasing has driven inventories higher. As some point, companies are going to 
have to put their inventories on sale and lower their prices. This will not be good for corpo-
rate profi t margins.

The consumer cash machine is broken
In the US, as interest rates fall and housing prices increase, consumers can rewrite their thir-
ty year mortgages, essentially using their houses as a cash machine. The world has changed. 
Now interest rates are rising and house prices are falling. This has huge implications for the 

economy. Consumers are going to have less money to 
spend. The 30-year mortgage rates have recently sky-
rocketed and are now getting close to 5.5%, more than 
doubling in a few months (see graph below). Home-
owners do not refi nance when rates are moving higher. 
The cash machine for free money is broken. Without 
excess cash, consumers are going to be spending less, 
not just on homes and furnishings, but every day items.
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Without money from government handouts and from refi nancing homes, consumers are 
turning to their credit cards, racking up more and more debt (see graph below). They are do-
ing this as interest rates are rising (including credit card interest rates). So, credit card debt 
is rising and is becoming more expensive to maintain. As interest rates rise, consumers are 
going to have a harder time paying down their credit card balances. 

Consumers with low credit scores are falling behind on car loan payments and personal 
loans. Subprime credit cards and personal loans over sixty days late are increasing (Equi-
fax). It is the eighth month in a row of rising delinquencies.

Implications for the stock market
Declining retail spending is the canary in the coal mine. Companies producing goods and 
services are experiencing higher costs and are having diffi  culty passing on the costs to con-
sumers. Consumers are struggling with falling real wages and rising infl ation. Consumers 
are starting to have to make some choices: do I buy food for my family (at more expensive 
prices) or do I buy a new outfi t? For more and more people, there is no longer a choice, they 
have to buy food. The consumer discretionary sector has been underperforming the S&P 500 
since November 2021. Fundamentally, this sector is in trouble as consumers are reducing 
their discretionary purchases. The potential damage goes far beyond the retail sector. Con-
sumer spending makes up approximately two-thirds of economic activity. As the consumer 
is reducing spending with higher interest rates starting to bite, economic growth is going to 
be diffi  cult and hence there is going to put downward pressure on company earnings and 
ultimately stock prices. 
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Disclaimer: Comments, charts and opinions off ered in this report are produced by 
www.alphamountain.com and are for information purposes only. They should not 
be considered as advice to purchase or to sell mentioned securities. Any information 
off ered in this report is believed to be accurate, but is not guaranteed. Brooke Thack-
ray is a Research Analyst with Horizons ETFs Management (Canada) Inc. (“Hori-
zons ETFs”). All of the views expressed herein are the personal views of Brooke 
Thackray and are not necessarily the views of Horizons ETFs (Canada), although 
any of the opinions or recommendations found herein may be refl ected in positions 
or transactions in the various client portfolios managed by Horizons ETFs, includ-
ing the Horizons Seasonal Rotation ETF. Comments, opinions and views expressed 
are of a general nature and should not be considered as advice to purchase or to sell 
mentioned securities. Horizons ETFs has a direct interest in the management and 
performance fees of the Horizons Seasonal Rotation ETF (the “ETF”), and may, at 
any given time, have a direct or indirect interest in the ETF or its holdings. Com-
missions, management fees and expenses all may be associated with an investment 
in the Horizons Seasonal Rotation ETF (the “ETF”). managed by Horizons ETFs 
Management (Canada) Inc. The ETF is not guaranteed, its value changes frequently 
and past performance may not be repeated. The ETF may have exposure to leveraged 
investment techniques that magnify gains and losses and which may result in greater 
volatility in value and could be subject to aggressive investment risk and price volatil-
ity risk Such risks are described in the prospectus. The prospectus contains important 
detailed information about the ETF. Please read the prospectus before investing.

While the writer of this newsletter has used his best eff orts in preparing this publica-
tion, no warranty with respect to the accuracy or completeness is given. The informa-
tion presented is for educational purposes and is not investment advice. Historical 
results do not guarantee future results
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