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Data Release: Spending and income growth on par with consensus, while inflation remains steady  

 Personal income rose 0.4% in June, meeting expectations. After controlling for inflation and removing 
taxes, real disposable income rose by 0.2%.  

 Personal consumption rose by 0.4% in nominal terms, which was also bang on consensus. Revisions to 
the previous month were also nudged higher to 0.3%, up from the prior reading of 0.2%. In real terms, 
spending rose at a slightly more tepid 0.2%.  

 By component, real spending on durables and non-durables rose by 0.4% and 0.3%, respectively. 
Spending on services grew at a more modest 0.1% on the month.  

 The savings rate remained unchanged at 5.3%, with the previous month revised up from an initial 
reading of 4.8%. 

 Inflation, as measured by the PCE deflator (the Fed's preferred measure), grew by 0.2% m/m, while the 
less volatile core PCE (excluding food and energy) posted at 0.1% increase on the month. On a year-
over-year basis, headline and core PCE rose by 1.6% and 1.5%, respectively.  

Key Implications 

 The revisions to last month's weak real consumer spending number alongside the decent employment 
print this morning are encouraging. Overall, real spending grew by 2.5% in Q2 – bang on the estimate 
used in the Bureau of Economic Analysis's preliminary second quarter GDP release – keeping the 
preliminary GDP reading of 4.0% (annualized) unchanged.  

 Positive revisions to the savings rate, alongside ongoing improvements in income growth should 
continue to support consumer spending over the remainder of 2014 and into next year. While wage 
inflation remains subdued – just barely keeping pace with inflation – ongoing gains in the labor market 
should continue to absorb the excess slack and begin putting upward pressure on wages.  

 At this point, the fact that inflation continues to edge closer to the Fed's long-run objective should not be 
cause for alarm. In fact, more recent moves in inflation have been effected by transient factors including 
geopolitical factors and drought, which have put upward pressure on both energy and food costs. 
Moreover, with considerable slack still present in the labor market, the Fed will want to see continued 
improvements in its "dashboard of labor statistics" before making a move on the policy rate. As such, we 
remain confident in our view that the Fed will remain on hold until at least mid-2015.   
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