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Data Release: Income growth improves in May, but spending disappoints 

 Personal income rose 0.4% in May, on par with expectations. Controlling for inflation and removing taxes, 
real disposable personal income rose a decent 0.2%. 
 

 Personal consumption rose by 0.2% in nominal terms, below the consensus for 0.4%. However, in real 
terms spending fell 0.1%, falling for a second straight month. As a small consolation, April's decline was 
revised up slightly (from -0.3% to -0.2%) 

 

 By component, real spending on durable goods rose 1.0% (rebounding from -0.9% in April), but non-
durables fell 0.3% and services fell 0.2%.  

 Revisions to the first three months of the year (which were responsible for the most of the downward 
revision to first quarter GDP growth) were spread throughout the quarter. Overall, the pattern of growth 
remained unchanged with spending growth gaining speed through the first quarter. 

 Inflation as measured by the year-over-year change in the personal consumption deflator rose to 1.8% from 
1.6% in April and on-par with consensus, while core PCE inflation (excluding food & energy) rose to 1.5% 
from 1.4% in April. 

 The personal saving rate rose to 4.8% from an upwardly revised 4.5% in April (previously reported at 
4.0%). 

 

Key Implications 

 The decline in spending in April and May is disappointing. Real spending growth in the second quarter is 
now tracking below 2.0%, considerably below our expectation for close to 3.0%. As a result, if these 
numbers hold, the rebound in economic growth in the second quarter will also likely disappoint our forecast 
for 3.6%.  

 One point of caution is that the data of late has been subject to significant revisions from the first through to 
the last estimates. Perhaps it is the stage in the economic cycle or perhaps changes in legislation (the 
impact of the affordable care act on health care spending as one example), but the bottom line is that we 
cannot put too much stock in initial data estimates. 
 

 Despite the disappointing pace of spending growth, there is still cause for hope. The continued 
improvement in income growth and upward revision to the saving rate implies more room for spending 
growth over the remainder of this year. 

 Inflation is still technically below the Federal Reserve's target, but it is approaching it swiftly. The trend in 
overall inflation has been influenced by temporary factors – drought and geopolitical tension that has driven 
up food and energy prices. These will likely fade. A more important development is the continued rise in 
shelter inflation and the seeming end of disinflation in healthcare costs. The core rate is still 0.5 percentage 
points below 2.0%, but if current trends continue, it will reach 2.0% by early next year. 
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