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One of my early investment lessons, via a good old fashioned book, really
helped differentiate between the financial news and actual investing. The
financial news, whether via the TV, the newspaper or the blogosphere, has very
useful, insightful and often entertaining content. However, the VAST majority of
content is focused on putting the market or economy into perspective, explaining
what has happened and why. Such as why oil is dropping, why yields are rising
or why markets are up or down. While it’s important to understand the context of
why things are likely happening, investing is different. Investing, or more aptly
successful investing, has to be focused on what is going to happen next given
the context of what is currently priced into the market. Note to reader: what is
already priced into the market is often overlooked.
To make things a tad more difficult, the markets are a dynamic fluid mechanism,
driven by the behaviours of participants (that is all of us), with an unlimited
number of outcomes. Put more simply, nobody knows what is next. That is ok
though; with an uncertain road ahead, the best approach is to rely on long-term
historical norms as a guide. This is how most portfolios are structured, for the
most part.
Chart 1: Retail sales running
unsustainably above trend
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The one exception is extremes. At times, the market or even the economy will go
too far in one direction or another. These extremes can create opportunities, to
profit or control risk. Of course, this isn’t easy either (nothing is it seems). Is the
extreme a permanent new trend? How long will it persist? “The stock market can
remain irrational longer than you can remain solvent” – John Maynard Keynes.
One extreme that has caught our collective attention is the behaviour of retail
sales, consumer spending patterns, and related market performance of
companies in this sector. Chart 1 is the monthly U.S. retail sales and clearly this
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The same spending trend can also be seen at the company level. For the S&P 1500
Consumer Discretionary sector, which includes just over 200 companies, sales are
running hot (Chart 2), and lifting share prices. Macy’s just reinstated their dividend
and provided positive guidance. Before the pandemic, this company was often
valued based on its real estate as nobody wanted ‘department store’ exposure. Or
look at Costco, which is doing very well given its wide variety of merchandise and its
consumers preferring to do more shopping at one location. But up 38% this year and
trading over 40x forward earnings, how much is priced in?

Investment implications
We started this Ethos with ‘what’s next’. Without knowing when this pace of elevated
retail sales will end, it is safe to say the current rate is somewhat unsustainable. As
stimulus begins to fade and the re-opening trend has some of those spending dollars
going back to travel, leisure and dining out, a return to trendline may be coming
sooner rather than later. This could have big implications on those riding high on the
current retail sales.
In plain English, don’t be afraid to take profits on consumer-spending-sensitive
positions and/or remain underweight.

Source: Charts are sourced to Bloomberg L.P. and Richardson Wealth unless otherwise noted.
The opinions expressed in this report are the opinions of the author and readers should not assume they reflect the
opinions or recommendations of Richardson Wealth Limited or its affiliates. Assumptions, opinions and estimates
constitute the author's judgment as of the date of this material and are subject to change without notice. We do not
warrant the completeness or accuracy of this material, and it should not be relied upon as such. Before acting on any
recommendation, you should consider whether it is suitable for your particular circumstances and, if necessary, seek
professional advice. Past performance is not indicative of future results. The comments contained herein are general
in nature and are not intended to be, nor should be construed to be, legal or tax advice to any particular individual.
Accordingly, individuals should consult their own legal or tax advisors for advice with respect to the tax consequences
to them, having regard to their own particular circumstances. Insurance services are offered through Richardson
Wealth Insurance Services Limited in BC, AB, SK, MB, NWT, ON, QC, NB, NS, NL and PEI. Additional administrative
support and policy management are provided by PPI Partners. Insurance products are not covered by the Canadian
Investor Protection Fund.
Richardson Wealth Limited, Member Canadian Investor Protection Fund.
Richardson Wealth is a trademark of James Richardson & Sons, Limited used under license.

$650
$600
$550
$500
$450

Jan-21

May-21

Oct-20

Aug-20

May-20

Feb-20

Nov-19

Aug-19

May-19

$400
Feb-19

So why the elevated trend? Two big contributors: stimulus and changed spending
patterns. Reports indicate that the government direct cash payment to consumers
over the past year and a bit roughly went a third to savings, a third to investments
and a third to spending. That certainly has led to retail sales running well above
trend, with changed spending patterns. While these trends have started to
reverse, spending on travel, leisure, eating out, transit, etc is down. With those
expenses down, the consumer had more money to buy other things. Note that
services are generally not captured in retail sales.

Chart 2: S&P 1500 Consumer
Discretionary stocks are reaping the
benefits
Quarterly sales in Billions

has not just rebounded from the pandemic recessionary period, it has risen to a
level unheard of in history. Historically, retail sales have grown at a relatively
steady pace. It’s worth noting the drop in the 2008 recession, as consumers
embarked on a ‘balance sheet’ focus during the recovery.
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