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Data Release: As expected, income and spending picks up in February from a weak January print 

 Personal income grew by 0.3% in February, on par with expectation. Disposable income also 
rose 0.3% on the month despite a slight uptick in personal current taxes. 

 Personal spending rose 0.3%, again matching the median forecast. A pick-up in nondurable 
spending (from -0.7% to 0.2% in real terms) more than offset the slowdown in services (from 
0.5% to 0.2% in real terms) . However, the reading comes atop a downwardly revised January 
reading, which was halved to 0.2%. 

 Prices of consumer goods rose by 0.1% in January, as increased food inflation was offset by 
lower energy prices. The year-over-year reading fell to 0.9%. Core prices also rose by 0.1%. On a 
year-over-year basis, the core PCE deflator also decelerated from 1.15% to 1.06% 

 The savings rate ticked up to 4.3% as income growth (to two significant digits) outpaced spending 
by 0.05 percentage points. 

Key Implications 

 After yesterday’s upwardly revised fourth quarter consumption growth, the downward revisions to 
January’s spending will make first quarter growth that much weaker, with consumption – which 
accounts for 70% of the economy – likely to slow from 3.3% in Q4 to under 2% in Q1.   

 Details of the report were more encouraging. Spending on services decelerated, but it fell from 
temporarily elevated levels due to a spike in health care and utility bills (a function of the deep 
January freeze across much of the country). On the other hand, spending on goods picked up 
some, which leaves us hopeful that the consumer will come back in full force as the snow melts.  

 Personal income growth also held up and should remain supportive for future spending given the 
tightening labor market.  

 Both the PCE and core PCE deflators decelerated, but this was mostly a function of year-on-year 
effects. Still, the economy shows no sign of overheating anytime soon. Should inflation 
momentum not pick up as the Fed expects, continuing instead to tread water over the coming 
months, the Fed may very well have to push rate hikes further out than Yellen’s “six months after 
the end of asset purchases”  comment would suggest.  
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