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The past two years have been a rocket ride for retail and consumer stocks. The 

TSX Staples Index has risen 52% and the Discretionary Index has risen 69% 

over the past 24 months, which is about three times faster than the overall TSX. 

Fueling the increases were rampant M&A activity, re-engineering balance sheets, 

real estate spin-offs into REITs and a general shift away from resource stocks to 

more stable cash-producing consumer names. 

Retail and consumer companies took action at least in part because the 

competitive landscape was changing. That change was significant: one large 

multinational (Target) arrived in the country and tried to re-invigorate formally 

dead square footage and another multinational (Walmart) kept adding significant 

square footage to its base.  

After all that, 2014 is shaping up to be a year of digestion and transition, as 

companies absorb acquisitions, shift strategies and rebuild their bases all while 

the competitive landscape remains on fire. As a result, we do not foresee 

outsized returns in the retail and consumer space this year and have encouraged 

investors to focus on either high-growth companies or more traditional 

companies where management is actively driving value.  

Retailers are lapping a year of significant square footage growth and several got 

dented pretty badly. Even the multinationals like Walmart, Target and Lowe’s 

(especially Target) are not happy with their sales results. We expect them to be 

quite aggressive in the hunt for sales this year and everyone will have to 

respond or see revenues erode. This does not necessarily ease in the second half 

– we believe this battle will continue all year. 

Companies undergoing significant transitions (either due to asset integration or 

a dramatic change in market dynamics) include all of the grocers, Maple Leaf, 

HBC, Aimia, Tim Hortons, Bauer, RONA, Whistler Blackcomb and Dorel. During 

this time period, earnings results are likely to be unstable. Because the two-year 

share price incline has resulted in elevated valuations, even the slightest 

stumble (or modest disappointment) can send stocks down sharply. We have 

already seen evidence of that behavior at Loblaw (late last year), Empire, Metro, 

Aimia, RONA and Dorel. 

For the remainder of 2014, we expect the combination of residual square 

footage growth, a static consumer and weak Canadian dollar to challenge 

earnings results for most companies under coverage. On top of that, we still 

have new retail arrivals on the way, including Nordstrom, HBC’s Saks operation, 

and plenty more stores from TJX. And we haven’t even mentioned the elephant 

in the room: e-commerce. It’s only about 1.5% of Canadian retail sales today, 

but could grow to 5% by 2020. Some companies are actively pursuing strategies 

in this area; other will fall victim. 

On the other hand, there are a few more transactions available such as HBC’s 

potential REIT; CTC’s probable spin-off of its credit card receivables; and some 

possible acquisitions by Metro, Couche-Tard and others.  

As quarters unfold and as the challenges become apparent, multiples are likely 

to decline. But underneath it all, certain transition activities will begin to bear 

fruit and there could be some great bargains again among these stocks. 


