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Data Release: Falling energy prices hold down nominal spending, but strong real income growth is 
the big story in January 

 Personal income rose 0.3% in January, below the consensus expectation for a 0.4% gain. 
Controlling for inflation and taxes, real disposable personal income rose a whopping 0.9%.  

 Personal spending fell 0.2% in nominal terms, more than the consensus forecast for -0.1%. 
However, the decline in nominal spending came as overall consumer prices fell 0.5%. In real 
(inflation-adjusted) terms, spending was up 0.3%. 

 By component, real spending on services led the way, rising by 0.4%. Spending on durable and non-
durable goods both rose by 0.2% 

 The personal saving rate rose 0.5 percentage points in January to 5.5% from an upwardly revised 
5.0% in December. Over the past two months the saving rate has risen 1.0 percentage points. 

 Inflation in the personal consumption expenditure (PCE) price index fell to +0.2% year-over-year (on 
par with consensus) from 0.8% in December. Core PCE inflation (ex food & energy) remained steady 
at 1.3%. 

Key Implications 

 The real story here was the rise in real disposable income growth. The inflation-adjusted rise in 
income is awesome –  up 4.2% over the past year. The gains have come from a near-perfect 
combination of accelerated job growth and plummeting energy prices.  
  

 The details of the spending report show a broadening out in the source of increases. While analysts 
have focused on disappointing retail sales, gains in personal spending have increasingly been driven 
by services. This has been the missing ingredient so far, but no longer.  

 The rise in personal saving is a further reason for encouragement. The saving rate has been fairly 
steady over the longer-term horizon and with the recent increase could even fall a little and still be 
healthy. This sets the stage for real spending growth to drive the American economy higher over the 
next year. (For more on the spending outlook see our report for more). 

James Marple, 
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