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Special Commentary — October 28, 2024

2024 Holiday Sales Outlook

We Forecast a Scary Christmas and a Happy New Year

Summary

As the leaves start to change color, retailers move out the back-to-school merchandise as
they deck the aisles with everything from 12-foot evergreens to human-size nutcrackers
earlier and earlier each year. While our official tally of holiday sales does not kick off until
November 1, anyone who has been in a home improvement store recently is reminded
the holidays are fast approaching. In a year when sustained consumer spending propelled
growth and helped the economy skirt recession, we're actually calling for a fairly modest
holiday sales season to close out 2024.

e Back by popular demand, some themes made the holiday menu again this year—
holiday shopping continues to get pulled forward with less happening during the
traditional period spanning from Black Friday to Christmas, still-high prices and less
support propping up purchasing power means continued competition for consumer
dollars, and online retailers continue to be the king of the dance when it comes to
commanding the most holiday-sales dollars.

e Yet, thereis also a scent of, dare-we-say, “normal” in the air this year. Consumers'
purchasing power has once again become dependent on income growth, as unique
pandemic-era spending sources have faded. Despite consumer momentum helping
sustain the economic expansion this year, through September the retailers included
in our holiday sales metric have seen the slowest year-to-date sales growth in seven
years. Momentum isn't a huge lift factor this year, as it has been in the years since the
pandemic.

* Both traditional brick-and-mortar and online retailers are growing flexible in catering
to the early and late shopper, but with competition for consumers' dollars as fierce
as ever, households are on the hunt for value this year and will likely spend less on
traditional retail than in years past.

¢ Alltold, we forecast holiday sales to rise 'just' 3.3% in November and December
compared to the same period last year. If realized, that means we expect the 2024
holiday sales season to not only be weaker than last year's sales season, but also less
robust than the long-run average of 4.3%.

¢ While we're expecting a more modest end to the year for retailers, the fact is
consumers are spending more throughout the year instead of waiting for Christmas.
On that basis a soft finish to retail spending in 2024 need not set off major concerns
about the sustainability of spending in 2025.
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Six-Inch Ribbon Curls, Honey

Despite his seven-foot height, the wolf-man looks comparatively small flanked by a giant turkey on
one side and the Abominable Snowman of 1960s TV fame on the other. The Abominable manages to
look both cheery and menacing at his towering height of more than nine feet. This is no fever dream,

it is what you would have found inside any U.S. home improvement retailer in recent weeks as stores
push sales earlier and earlier each year. It's barely sweater weather in most of the country, but for
months retailers have been stocked and ready for the holidays, even though the official start to holiday
sales is not until November 1.

We define holiday sales as total retail spending excluding sales at auto & parts dealers, gasoline
stations and bars & restaurants that occurs in the months of November and December. By that
measure, we forecast holiday sales to rise 3.3% compared to the same period last year. That would be
weaker than last year's sales season and also well below the long-run average of 4.3% annual growth
(Figure 1). Despite it being a year characterized by solid consumer spending that helped the economy
sidestep a recession, we look for a fairly modest holiday sales season.
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And Now, Back To Our Regularly Scheduled Programming

At the start of 2024, it was not clear whether the country could avoid recession this year. Yet, the
economy has side-stepped forecasters' worst fears as a soft landing continues to play out thanks
largely to sustained consumer spending.

That said, the money that consumers have spent in recent years has diminished the health of the
household sector somewhat. Once flush with cash, households have largely spent their excess savings.
And once unburdened by a mountain of consumer loans, households today carry 30% more revolving
debt than they did just two Christmases ago. To foot the bill for this year’s holiday spending most
families will need to rely on their paychecks. The good news is that while the labor market may be
cooling, so far that cooling has been only incremental and relatively orderly.

Disposable personal income growth is still supportive of a decent pace of spending (Figure 2), but
without ample cash and credit cards helping facilitate a holiday-related splurge, we expect households
will be on the hunt for value this holiday season—an idea echoed by a number of retailers in recent
quarterly earnings releases when discussing their forward guidance.

There is also a missing tailwind this year: sales momentum is as modest as it has been in seven years.
With already reported data for the first nine months of the year, we know that consumers are coming
into this year’s holiday season in pretty average shape. Despite broad spending continuing at a robust
clip, the retailers we include in our holiday sales measure have seen sales rise at the slowest pace on

a year-to-date basis through September in seven years. Since our forecast compares November
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and December sales to last year's levels, the low base so far this year makes for difficult year-ago
comparisons.

We Don't Use Money in Heaven

There is also the matter of competition for consumer dollars, which is as fierce as ever. What are we
spending money on these days that's not included in holiday sales?

For starters, even as inflation has slowed, prices remain high and continue to erode how much
households can spend on gifts. The rising costs of certain non-discretionary services have crowded
out wallet share that could otherwise support holiday shopping. Consider healthcare, for example.
The share of spending dedicated to healthcare services has steadily climbed the past two decades
with nearly a record share of consumers' wallets tied to healthcare spending today. Some more-
discretionary activities like going out to eat during the holidays are another example where households
are dedicating dollars that could otherwise go toward gifts (recall that bars and restaurants do not
count toward holiday sales in our definition). Both medical care services and the price of going out to
eat have outpaced broader inflation over the past year. Even as inflation slows back to the Fed's 2%
target, price gains tend to compound for households. When everything costs more, there's less to
dedicate to gifts.

There is also the matter of financing costs to consider. With households carrying more debt today,
they are paying more in interest to service those outstanding balances. Even as the Fed has begun to
lower interest rates, the share of disposable income dedicated to interest payments remains elevated
and roughly in line with what households were experiencing last year (Figure 3).

Then we must consider the gifting of experiences. Our holiday sales measure is relatively narrow in that
it looks at sales on a retail level and therefore doesn't include the consumption of services. Gifting of
experiences, like concerts, cooking classes, restaurant gift cards or jelly-of-the-month clubs, will also
likely be at play this year amid growing consumer preferences, and spending here could work against
traditional gift purchases made at many retailers.

Figure 3 Figure 4
Personal Interest Expense Share of Holiday Sales by Retailer
Non-mortgage Interest, Percent of Disposable Income Share of Sales in 2010 vs. 2023; Annual Averages
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Season Pushers

In the popular imagining, holiday shopping takes place at crowded stores and malls, but since 2019 the
largest share of holiday sales have taken place online. Last year ecommerce expanded its lead and now
commands 29 cents of every holiday dollar. Yet, give some credit to those elaborate holiday displays

at home-improvement retailers, which have done an admirable job retaining their share of holiday
spending even as other store-types have struggled. As seen in Figure 4, home improvement retailers
are the only store type that has seen its share of holiday sales expand over the past decade, even if only
modestly.
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Traditional retailers have also broadly rolled out rapid local delivery often optimized by using
increasingly sophisticated inventory management systems. This technology has enabled them to pair
online orders with merchandise sitting on a store shelf, perhaps in a nearby mall in the locale where the
end customer is completing the online purchase.

But traditional retailers fight back in two other ways: early and late. The early theme is evident in the
season pushing perhaps best characterized by in-store displays that juxtapose inflatable reindeer with
skeletons and pumpkins. An example of the late theme is the way traditional in-store retailers are
happy to cater to procrastinators. Last minute shoppers cannot be guaranteed on-time delivery, so
brick-and-mortar stores keep inventory in stock until late December.

Yet on both of these themes, ecommerce is unwilling to cede ground and is fighting back on both
fronts: On the early front, Amazon has cloned its popular Prime Day and repeated it in October, and
many other ecommerce providers follow suit with sales timed to overlap it. The late theme by staffing
up with extra delivery people and promising delivery by December 25 in some cases right up until
December 24.

With all retailers facing a shorter calendar this year, the pull-forward of doorbusters and deals becomes
even more important for capturing sales. While our measure of holiday sales covers the entire

month of November, the classic kick-off to the holiday season comes with Black Friday deals the day
after Thanksgiving, which is later this year leaving just three-and-a-half-weeks for “proper” holiday
shopping. The shortened schedule may further chip away at December's shrinking lead role.

December is still the most important month of the year for retailers, but it has been losing some
luster. While the month still commands the largest share of annual sales in our holiday sales categories,
a shrinking share of sales happen in December each year. That suggests season pushing is working

but is also perhaps an indication of disjointed consumer purchases generally. That is, the ease of

online transactions and the ability to compare prices in real time has led consumers to make more
transactions overall and earlier in the year. Consumers are ready to act, perhaps well-in-advance of the
traditional holiday period, if and when they see a deal on the perfect gift for that special someone.

There's Always Tomorrow for Dreams to Come True

In a year when sustained consumer spending propelled growth and helped the economy skirt
recession, we're calling for a fairly modest holiday sales season. We look for holiday sales to rise just
3.3% in November and December compared to last year, which is slower than last year and below the
long-run average.

Households no longer have unique pandemic-related sources propping up spending power, as income
has once again become the primary source of spending. Despite broad spending continuing at a robust
clip this year, the retailers we include in our holiday sales measure have seen sales rise at the slowest
pace on a year-to-date basis through September in seven years, suggesting momentum is not on the
side of sales this year. Finally, competition for households' dollars is as fierce as ever, with compounding
price gains, high interest burdens and the continued desire for experiences over “stuff” hampering how
much households spend on traditional retail this season.

Retailers have been making the right moves in recent years to push sales earlier and earlier and to

be nimble in the growing online retail environment. This is even more important this year when the
traditional holiday environment spanning from Black Friday through Christmas is a week shorter than
last and households on the hunt for value are willing to make purchases early and quickly.

While we're expecting a more modest end to the year for retailers, the fact is consumers are spending
more throughout the year instead of waiting for Christmas. On that basis a soft finish to retail
spending in 2024 need not set off major concerns about the sustainability of spending in 2025.

4| Economics

Economics



2024 Holiday Sales Outlook

Subscription Information

To subscribe please visit: www.wellsfargo.com/economicsemail

Via The Bloomberg Professional Services at WFRE

Economics Group
Jay H. Bryson, Ph.D.
Sam Bullard

Nick Bennenbroek
Tim Quinlan
Sarah House
Azhar Igbal
Charlie Dougherty
Michael Pugliese
Brendan McKenna
Jackie Benson
Shannon Grein
Nicole Cervi
Jeremiah Kohl
Aubrey Woessner
Delaney Conner
Anna Stein

Ali Hajibeigi

Coren Miller

Chief Economist

Senior Economist
International Economist
Senior Economist
Senior Economist
Econometrician

Senior Economist
Senior Economist
International Economist
Economist

Economist

Economist

Economic Analyst
Economic Analyst
Economic Analyst
Economic Analyst
Economic Analyst

Administrative Assistant

704-410-3274
704-410-3280
212-214-5636
704-410-3283
704-410-3282
212-214-2029
212-214-8984
212-214-5058
212-214-5637
704-410-4468
704-410-0369
704-410-3059
212-214-1164
704-410-2911
704-374-2150
212-214-1063
212-214-8253
704-410-6010

Economics

Jay.Bryson@wellsfargo.com

Sam.Bullard@wellsfargo.com

Nicholas.Bennenbroek@wellsfargo.com

Tim.Quinlan@wellsfargo.com
Sarah.House@wellsfargo.com
Azhar.lgbal@wellsfargo.com
Charles.Dougherty@wellsfargo.com
Michael.D.Pugliese@wellsfargo.com
Brendan.Mckenna@wellsfargo.com
Jackie.Benson@wellsfargo.com
Shannon.Grein@wellsfargo.com
Nicole.Cervi@wellsfargo.com
Jeremiah.J.Kohl@wellsfargo.com
Aubrey.BWoessner@wellsfargo.com
Delaney.Conner@wellsfargo.com
Anna.H.Stein@wellsfargo.com
Ali.Hajibeigi@wellsfargo.com

Coren.Miller@wellsfargo.com

Economics | 5


http://www.wellsfargo.com/economicsemail

Special Commentary Economics

Required Disclosures

This report is produced by the Economics Group of Wells Fargo Bank, N.A. (“WFBNA”). This report is not a product of Wells Fargo Global Research and the
information contained in this report is not financial research. This report should not be copied, distributed, published or reproduced, in whole or in part. WFBNA
distributes this report directly and through affiliates including, but not limited to, Wells Fargo Securities, LLC, Wells Fargo & Company, Wells Fargo Clearing Services,
LLC, Wells Fargo Securities International Limited, Wells Fargo Securities Europe S.A., and Wells Fargo Securities Canada, Ltd. Wells Fargo Securities, LLC is registered
with the Commodity Futures Trading Commission as a futures commission merchant and is a member in good standing of the National Futures Association.
WFBNA is registered with the Commodity Futures Trading Commission as a swap dealer and is a member in good standing of the National Futures Association.
Wells Fargo Securities, LLC and WFBNA are generally engaged in the trading of futures and derivative products, any of which may be discussed within this report.

This publication has been prepared for informational purposes only and is not intended as a recommendation, offer or solicitation with respect to the purchase or
sale of any security or other financial product, nor does it constitute professional advice. The information in this report has been obtained or derived from sources
believed by WFBNA to be reliable, but has not been independently verified by WFBNA, may not be current, and WFBNA has no obligation to provide any updates
or changes. All price references and market forecasts are as of the date of the report or such earlier date as may be indicated for a particular price or forecast. The
views and opinions expressed in this report are those of its named author(s) or, where no author is indicated, the Economics Group; such views and opinions are not
necessarily those of WFBNA and may differ from the views and opinions of other departments or divisions of WFBNA and its affiliates. WFBNA is not providing
any financial, economic, legal, accounting, or tax advice or recommendations in this report, neither WFBNA nor any of its affiliates makes any representation or
warranty, express or implied, as to the accuracy or completeness of the statements or any information contained in this report, and any liability therefore (including
in respect of direct, indirect or consequential loss or damage) is expressly disclaimed. WFBNA is a separate legal entity and distinct from affiliated banks, and is a
wholly-owned subsidiary of Wells Fargo & Company. © 2024 Wells Fargo Bank, N.A.

Important Information for Non-U.S. Recipients

For recipients in the United Kingdom, this report is distributed by Wells Fargo Securities International Limited ("WFSIL"). WFSIL is a U.K. incorporated investment
firm authorized and regulated by the Financial Conduct Authority (“FCA”). For the purposes of Section 21 of the UK Financial Services and Markets Act 2000 (the
“Act”), the content of this report has been approved by WFSIL, an authorized person under the Act. WFSIL does not deal with retail clients as defined in the Directive
2014/65/EU (“MiFID2”). The FCA rules made under the Act for the protection of retail clients will therefore not apply, nor will the Financial Services Compensation
Scheme be available. For recipients in the EFTA, this report is distributed by WFSIL. For recipients in the EU, it is distributed by Wells Fargo Securities Europe S.A.
(“WFSE”). WFSE is a French incorporated investment firm authorized and regulated by the Autorité de contréle prudentiel et de résolution and the Autorité des
marchés financiers. WFSE does not deal with retail clients as defined in MiFID2. This report is not intended for, and should not be relied upon by, retail clients.

SECURITIES: NOT FDIC-INSURED - MAY LOSE VALUE - NO BANK GUARANTEE

6 | Economics



	Important Disclosures

