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Inventories 
Key takeaways 

• In the post-COVID economy, companies are trying to get back to basic decisions about how to run their businesses.   

• One of these basic decisions involves inventory. What will consumer spending look like in coming quarters? 

We all know that inventories of consumer goods were out of whack during the pandemic as global supply chains crashed 
and everything from parts to fix your garage door to semiconductor chips used in products from autos to toasters were 
extremely hard to get. As demand from homebound consumers surged, inventories just couldn’t keep up. Now, in the post-
COVID economy where the supply chain is largely back to normal for the bulk of goods, companies are trying to get back to 
basic decisions about how to run their businesses. 

One of these basic decisions involves inventory. In this week’s commentary, we are not talking about inventory for service 
businesses like restaurants that must decide how many filets they need to order to meet next week’s anticipated demand. 
What we are discussing are consumer goods (like apparel) inventories and how businesses might think about those as they 
look ahead and anticipate demand in coming quarters. How much inventory will a company keep on hand? 

The key is what consumer spending will look like in coming quarters. Many consumer companies have been cautious on 
the economy since last year as reflected by the continued low readings on the National Federation of Independent 
Business’s (NFIB) Small Business Optimism Index. Given that data, it makes sense that inventories relative to sales have 
slightly lagged. Companies do not want to get caught holding too many apparel items, for instance, if they think the 
economy might significantly slow or slip into recession resulting in higher unemployment and less consumer spending. Our 
retail analysts suggest that the bulk of the companies they follow will be focused on holding profit margins at current levels 
in the year ahead. Avoiding discounting to move excess inventory will be a major factor in maintaining those margins. 

Saying all that, keep in mind that core retail sales in December were up a strong 0.8%. Core retail sales exclude autos, 
gasoline, and building materials. As we like to say, Americans with jobs and money in their pockets are going to spend. 
However, as the economy slows as we move through the middle portion of this year and the labor market softens, we 
continue to believe the holiday spending that occurred last year was a bit of a last hurrah for the consumer. We do not 
believe that good holiday sales mean the spending strength will continue into and through the middle of this year. We 
remain unfavorable on the Consumer Discretionary sector and favor those portfolios carrying overweight positions 
trimming back and looking to move those funds to the Energy, Industrials, Materials, and Health Care sectors where we 
believe opportunities over the next 6 to 18 months are more attractive.    

We look for the economy to slow noticeably as we move through the middle of this year and believe that consumer-
product companies will continue to be cautious and not boost inventories to any meaningful extent. That is an added 
headwind for economic growth. 

Risk considerations 
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Risk Considerations  

Each asset class has its own risk and return characteristics.  The level of risk associated with a particular investment or asset class generally correlates with the level of return the investment or asset 
class might achieve. Stock markets, especially foreign markets, are volatile.  Stock values may fluctuate in response to general economic and market conditions, the prospects of individual companies, 
and industry sectors.  Sector investing can be more volatile than investments that are broadly diversified over numerous sectors of the economy and will increase a portfolio’s vulnerability to any 
single economic, political, or regulatory development affecting the sector. This can result in greater price volatility. 

Definitions  

NFIB Small Business Optimism Index is the small business optimism index is compiled from a survey that is conducted each month by the National Federation of Independent Business (NFIB) of its 
members. The index is a composite of ten seasonally adjusted components based on questions on the following: plans to increase employment, plans to make capital outlays, plans to increase 
inventories, expect economy to improve, expect real sales higher, current inventory, current job opening, expected credit conditions, now a good time to expand, and earnings trend. 

General Disclosures 

Global Investment Strategy (GIS) is a division of Wells Fargo Investment Institute, Inc. (WFII). WFII is a registered investment adviser and wholly owned subsidiary of Wells Fargo Bank, N.A., a bank 
affiliate of Wells Fargo & Company. 

The information in this report was prepared by Global Investment Strategy.  Opinions represent GIS’ opinion as of the date of this report and are for general information purposes only and are not 
intended to predict or guarantee the future performance of any individual security, market sector or the markets generally. GIS does not undertake to advise you of any change in its opinions or the 
information contained in this report. Wells Fargo & Company affiliates may issue reports or have opinions that are inconsistent with, and reach different conclusions from, this report. 

The information contained herein constitutes general information and is not directed to, designed for, or individually tailored to, any particular investor or potential investor.  This report is not 
intended to be a client-specific suitability or best interest analysis or recommendation, an offer to participate in any investment, or a recommendation to buy, hold or sell securities. Do not use this 
report as the sole basis for investment decisions. Do not select an asset class or investment product based on performance alone. Consider all relevant information, including your existing portfolio, 
investment objectives, risk tolerance, liquidity needs and investment time horizon. The material contained herein has been prepared from sources and data we believe to be reliable but we make no 
guarantee to its accuracy or completeness. 

Wells Fargo Advisors is registered with the U.S. Securities and Exchange Commission and the Financial Industry Regulatory Authority, but is not licensed or registered with any financial services 
regulatory authority outside of the U.S.  Non-U.S. residents who maintain U.S.-based financial services account(s) with Wells Fargo Advisors may not be afforded certain protections conferred by 
legislation and regulations in their country of residence in respect of any investments, investment transactions or communications made with Wells Fargo Advisors.  

Wells Fargo Advisors is a trade name used by Wells Fargo Clearing Services, LLC and Wells Fargo Advisors Financial Network, LLC, Members SIPC, separate registered broker-dealers and non-bank 
affiliates of Wells Fargo & Company. PM-07232025-6287046.1.1 
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