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US consumer spending volumes higher in March

Nominal consumer spending was flat in March but largely due to falling prices, flagged in the earlier-
released March CPI numbers. A 0.3% tick increase in spending in volume terms provides the first sign
that spending is bouncing back after a weak 0.3% (annualized) increase in all of Q1 (already reported in
last Friday’s advance Q1 GDP report) that looks decidedly out of line with underlying strength in labour
markets, rising consumer confidence, and still extremely low interest rates. Part of the Q1 disappoint-
ment was related to weak spending on utilities as warmer-than-usual temperatures reduced the need for
home heating (a good thing for consumers) and the reversal as temperatures returned to normal will also
support stronger spending growth in Q2. We continue to view the fundamental backdrop for consumer
spending as solid, supported by ongoing improvement in labour markets (including rising wages) and the
stimulative stance of monetary policy. Today’s report is in line with our monitoring that consumer spend-
ing growth will bounce back to a 2.8% rate in the second quarter which, along with continued growth in
business and residential investment is consistent with a 2.9% rise in GDP after the weaker-than-expected
0.7% Q1 gain.

Highlights:
e US personal consumption expenditures (PCE) were unchanged for a second consecutive month in nom-
inal terms in March but the volume of spending (real PCE) rose 0.3%.

e Personal incomes rose 0.2% and the monthly saving rate rose to 5.9% from 5.7% in February and up
from 5.2% at the end of last year.

e PCE inflation declined 0.2% with core (ex-food and energy) prices also slipping 0.1%. The dip in the
core price measure was the first decline since 2001 (led by weaker telecom services) although on a
year-over-year basis, prices were still up 1.6%.

U.S. Personal Consumption Expenditures
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