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Forget Resilience, Consumers Defiant in February Splurge

Summary Economist(s)

Nominal consumer spending shot up by the most in a year in February. Consumers are Tim Quinlan

primarily deploying their outlays in the service sector and that is problematic because itis  Senior Economist | Wells Fargo Economics
disrupting progress in bringing down service price inflation. Tim.Quinlan@wellsfargo.com [ 704-410-3283
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Mar-23 Apr-23 May-23 Jun-23 Jul-23 Aug-23 Sep-23 Oct-23 Nov-23 Dec-23 Jan-24 | Feb-24
Personal Income (MoM) 0.5 02 03 02 03 0.5 0.4 02 0.4 03 1.0 03
Personal Income (YoY) 5.8 57 5.6 5.4 49 49 4.8 4.4 47 49 4.9 46
Personal Income, Ex. Transfers (MoM) 0.6 03 03 0.3 0.5 0.6 0.5 03 0.5 03 0.6 0.2
Wages & Salaries Income (MoM) 0.6 0.4 0.4 0.5 0.6 0.6 0.5 0.2 0.4 0.4 0.3 0.8
Personal Spending (MoM) -0.1 04 02 04 06 03 07 02 0.4 0.6 02 0.8
Personal Spending (YoY) 6.3 6.1 59 53 59 5.4 55 51 56 6.0 45 4.9
Durable Goods Spending (MoM) -16 08 09 -0.4 06 -0.6 09 -1.0 0.2 11 -25 1.4
Nondurable Goods Spending (MoM) -1.0 09 -0.3 04 06 14 0.7 -0.1 -0.3 0.2 -0.9 0.1
Services Spending (MoM) 0.5 0.3 0.3 0.6 0.6 0.1 0.7 0.5 0.7 0.6 1.0 0.9
Real Disposable Personal Income (MoM) 04 0.2 0.3 -0.1 0.0 0.1 -0.1 0.2 0.4 0.2 0.0 -0.1
Real Disposable Personal Income (YoY) 4.4 45 5.0 53 4.4 41 39 38 42 42 21 17
Real Personal Spending (MoM) -0.2 0.1 0.1 03 05 -0.1 04 0.2 0.4 05 -0.2 0.4
Real Personal Spending (YoY) 17 16 18 21 25 20 21 21 29 33 20 24
PCE Deflator (YoY) 4.4 44 40 32 33 33 34 29 27 26 24 25
Core PCE Deflator (YoY) 4.8 4.8 4.7 43 4.2 3.7 3.6 3.4 32 29 29 2.8
Personal Saving Rate (%) 52 52 53 4.8 4.4 4.5 3.9 4.0 4.0 3.9 4.1 3.6

Notes: MoM = Month-over-Month Percent Change
YoY = Year-over-Year Percent Change

Source: U.S Department of Commerce and Wells Fargo Economics

All estimates/forecasts are as of 3/29/2024 unless otherwise stated. 3/29/2024 9:42:11 EDT. This report is available on Bloomberg WFRE
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. 3-Month Annualized Rate vs. Year-over-Year Percent Change

The days are getting longer and so is the wait for the Fed to lower 7% > T o33 7%
interest rates. That is partly because consumer outlays have not i;;::::;n:j;iz;:C?eb'@:E%
been slowed by higher borrowing costs as evidenced by the 0.8%

increase in nominal spending in February. That is the biggest jump in 5% +
spending in over a year and a half. Even after adjusting for inflation,
real consumer spending rose 0.4%. 4% 1

6% T T 6%

+ 5%
T 4%
Consumers had cut back on goods in January, but this category 3% T T 3%
posted a 0.1% gain in February. Where consumers are really
splurging is on outlays in the service sector where real spending
jumped 0.6%. That is the biggest monthly jump in real services 1%
outlays since the wild summer of 2021 when consumers were still

flush with pandemic-era savings and residual stimulus was still very 0%
much in play. Every category within services reported an increase in V
real spending. This is problematic for policymakers because as long T
as consumer keep splashing out in the service sector, the businesses 2% ; ; ; ; ; ; ; ; N P
that provide these services have no incentive to ease up on pricing. 15 16 17 18 19 20 21 22 23 24
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The inflation rate for services less housing, or super-core inflation Source: U.5. Department of Commerce and Wells Fargo Economics

came in at 3.3% year-over-year, but the three-month annualized
rate of 4.5% points to a problematic rise in service sector pricing
(chart). While financial markets may take some comfort in the
annual rate of the core PCE deflator coming in at 2.8% with a
slightly smaller-than-expected monthly rise of 0.3% in February,
service prices are no longer cooling as they were a few months ago.

Despite Strong Wage Growth, Purchasing Power Income vs. Spending

IS Fa Ing Year-over-Year Percent Change of 3-Month Moving Average

In addition to sticky services prices, strong wage growth will likely 20% T—— Disposable Personal Tncome: Feb @ 2.6% 20%
get the Fed's attention as well. After a blowout 1.0% gain in January, —Real Personal Consumption Expenditures: Feb @ 2.7%

personal income rose 0.3% last month. Recall income was boosted 15% 1 T 15%
by some one-off factors such as the cost of living adjustment

to social security in January, and as such, we did not expect such 10% + + 10%
strong growth to be sustained. But a 0.3% gain in February still

marks a decent monthly gain, particularly after such a strong start 506 | 1 504

to the year. Most of the strength was concentrated in wages &
salaries, which shot up 0.8% in February, marking the largest one-
month gain since January of last year. Rental income was also
rather strong, up 1.6% in February after a 1.4% gain in January,
and proprietors income bounced after two consecutive monthly
declines. Elsewhere, the income details were more modest.
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But when stripping out taxes paid and adjusting for inflation,

households' purchasing power as measured by real disposable 15% .y, 8 0= 0000l _15%
personal income slipped 0.1%. As seen in the nearby chart, real 90 92 94 96 98 00 02 04 06 08 10 12 14 16 18 20 22 24
income and spending continue to converge. We expect the pace Source: U.S. Department of Commerce and Wells Fargo Economics

of real income to dictate the pace of consumption as the year

progresses.

Modest Downside to Q1 Spending

Despite real spending coming in slightly better than anticipated in February, the recent data present
some modest downside risk to Q1 real personal consumption expenditures (PCE). Thursday's third
estimate of Q4-2023 real GDP growth revealed stronger spending at the end of last year. Real
personal consumption expenditures (PCE) are now estimated to have risen at a 3.3% annualized rate,
up from 3.0% previously. The higher base in Q4 positions for slower growth in Q1 than previously
anticipated, yet a better outturn in February helps offset some weakness. All told, we still expect

real PCE is tracking to rise close to our current forecast of a 2.4% annualized rate in Q1 though
acknowledge there is some slight downside to that estimate.

2 | Economics


https://wellsfargo.bluematrix.com/links2/html/3bddbddc-721b-4670-966a-35c4c3d83fc3

Forget Resilience, Consumers Defiant in February Splurge

Subscription Information

To subscribe please visit: www.wellsfargo.com/economicsemail

Via The Bloomberg Professional Services at WFRE

Economics Group
Jay H. Bryson, Ph.D.
Sam Bullard

Nick Bennenbroek
Tim Quinlan

Sarah House
Azhar Igbal
Charlie Dougherty
Michael Pugliese
Brendan McKenna
Jackie Benson
Shannon Grein
Nicole Cervi
Patrick Barley
Jeremiah Kohl
Aubrey George
Delaney Conner
Anna Stein

Coren Burton

Chief Economist

Senior Economist
International Economist
Senior Economist
Senior Economist
Econometrician

Senior Economist
Senior Economist
International Economist
Economist

Economist

Economist

Economic Analyst
Economic Analyst
Economic Analyst
Economic Analyst
Economic Analyst

Administrative Assistant

704-410-3274
704-410-3280
212-214-5636
704-410-3283
704-410-3282
212-214-2029
212-214-8984
212-214-5058
212-214-5637
704-410-4468
704-410-0369
704-410-3059
704-410-1232
212-214-1164
704-410-2911
704-374-2150
212-214-1063
704-410-6010

Economics

Jay.Bryson@wellsfargo.com
Sam.Bullard@wellsfargo.com
Nicholas.Bennenbroek@wellsfargo.com
Tim.Quinlan@wellsfargo.com
Sarah.House@wellsfargo.com
Azhar.lgbal@wellsfargo.com
Charles.Dougherty@wellsfargo.com
Michael.D.Pugliese@wellsfargo.com
Brendan.Mckenna@wellsfargo.com
Jackie.Benson@wellsfargo.com
Shannon.Grein@wellsfargo.com
Nicole.Cervi@wellsfargo.com
Patrick Barley@wellsfargo.com
Jeremiah.J.Kohl@wellsfargo.com
Aubrey.B.George@wellsfargo.com
Delaney.Conner@wellsfargo.com
Anna.H.Stein@wellsfargo.com

Coren.Burton@wellsfargo.com

Economics | 3


http://www.wellsfargo.com/economicsemail

Economic Indicator Economics

Required Disclosures

This report is produced by the Economics Group of Wells Fargo Bank, N.A. (“WFBNA”). This report is not a product of Wells Fargo Global Research and the
information contained in this report is not financial research. This report should not be copied, distributed, published or reproduced, in whole or in part. WFBNA
distributes this report directly and through affiliates including, but not limited to, Wells Fargo Securities, LLC, Wells Fargo & Company, Wells Fargo Clearing Services,
LLC, Wells Fargo Securities International Limited, Wells Fargo Securities Europe S.A., and Wells Fargo Securities Canada, Ltd. Wells Fargo Securities, LLC is registered
with the Commodity Futures Trading Commission as a futures commission merchant and is a member in good standing of the National Futures Association.
WFBNA is registered with the Commodity Futures Trading Commission as a swap dealer and is a member in good standing of the National Futures Association.
Wells Fargo Securities, LLC and WFBNA are generally engaged in the trading of futures and derivative products, any of which may be discussed within this report.

This publication has been prepared for informational purposes only and is not intended as a recommendation, offer or solicitation with respect to the purchase or
sale of any security or other financial product, nor does it constitute professional advice. The information in this report has been obtained or derived from sources
believed by WFBNA to be reliable, but has not been independently verified by WFBNA, may not be current, and WFBNA has no obligation to provide any updates
or changes. All price references and market forecasts are as of the date of the report or such earlier date as may be indicated for a particular price or forecast. The
views and opinions expressed in this report are those of its named author(s) or, where no author is indicated, the Economics Group; such views and opinions are not
necessarily those of WFBNA and may differ from the views and opinions of other departments or divisions of WFBNA and its affiliates. WFBNA is not providing
any financial, economic, legal, accounting, or tax advice or recommendations in this report, neither WFBNA nor any of its affiliates makes any representation or
warranty, express or implied, as to the accuracy or completeness of the statements or any information contained in this report, and any liability therefore (including
in respect of direct, indirect or consequential loss or damage) is expressly disclaimed. WFBNA is a separate legal entity and distinct from affiliated banks, and is a
wholly-owned subsidiary of Wells Fargo & Company. © 2024 Wells Fargo Bank, N.A.

Important Information for Non-U.S. Recipients

For recipients in the United Kingdom, this report is distributed by Wells Fargo Securities International Limited ("WFSIL"). WFSIL is a U.K. incorporated investment
firm authorized and regulated by the Financial Conduct Authority (“FCA”). For the purposes of Section 21 of the UK Financial Services and Markets Act 2000 (the
“Act”), the content of this report has been approved by WFSIL, an authorized person under the Act. WFSIL does not deal with retail clients as defined in the Directive
2014/65/EU (“MiFID2”). The FCA rules made under the Act for the protection of retail clients will therefore not apply, nor will the Financial Services Compensation
Scheme be available. For recipients in the EFTA, this report is distributed by WFSIL. For recipients in the EU, it is distributed by Wells Fargo Securities Europe S.A.
(“WFSE”). WFSE is a French incorporated investment firm authorized and regulated by the Autorité de contréle prudentiel et de résolution and the Autorité des
marchés financiers. WFSE does not deal with retail clients as defined in MiFID2. This report is not intended for, and should not be relied upon by, retail clients.

SECURITIES: NOT FDIC-INSURED - MAY LOSE VALUE - NO BANK GUARANTEE

4| Economics



	Important Disclosures

