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Data Release: Consumer spending slows in July for the first time in six months  

 Personal income rose 0.2% in July, slightly below expectations which called for a 0.3% gain on the 
month. After controlling for inflation and removing taxes, real disposable income rose by a slightly lower 
0.1%. 

 Personal consumption expenditures declined by 0.1% in nominal terms, opposite to the consensus 
forecast by surveyed economist which called for a 0.2% gain on the month. In real terms, spending 
declined by 0.2%. Declines were spread across all three components: durables (-0.6% m/m), non-
durables (-0.2% m/m) and services(-0.1% m/m). 

 The savings rate edged higher by 0.3 percentage points, landing at 5.7%.  

 Both the headline and core PCE price indices rose by 0.1% m/m. On a year-over-year basis, headline 
and core inflation remained unchanged at 1.6% and 1.5%, respectively.  

Key Implications 

 This was a disappointing report. The fact that personal spending – the main engine of growth in the U.S. 
economy – unexpectedly declined for the first time in six months is particularly discouraging. That being 
said, these month to month measures can be inherently volatile. At this point, in light of the broader 
improving fundamentals, we believe this morning's weak spending numbers are more of a one off 
occurrence rather than a start of a new trend.  

 Since the beginning of this year, the savings rate has slowly tracked higher – rising by 0.8 percentage 
points. Increased savings, alongside rising incomes and a healing labor market should continue to 
support consumer spending moving forward. Our current call has real spending averaging 2.7% 
(annualized) over the latter half of the year, which, if realized, will support GDP growth just north of 3.0%. 

 While core PCE has rebounded from its recent lows, it appears to have stabilized at its current level of 
1.5% y/y – comfortably below the Fed's target of 2%. Taken this, alongside the fact that considerable 
slack still persists in labor market, should keep the Fed on the sidelines until June of next year.  
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