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Personal Income Rose Solidly in November

Personal income rose 0.3 percent in November, with wages and salaries rising 0.4 percent. Inflation rose less
than expected, and helped send real consumer outlays up 0.4 percent or twice the consensus estimate.

Income Growth is Perking Up Personal Income Sources

Personal income grew 0.3 percent in November, following a 0.4 percent 1% 100%
rise the prior month and 0.5 percent in September. Over the three months, 90% 90%
personal income is up at a 4.4 percent annual rate, which partly explains 80% 80%

why consumers appear to be spending so freely this holiday season. 70% = 70%
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The acceleration in income growth has primarily been driven by a pickup in
wages and salaries, which comprise about 47 percent of personal income.
Sluggish wage growth over the past few years have caused the share of
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While wages are picking up, inflation is largely remaining quiescent. The
overall PCE deflator rose just 0.2 percent in November and is up just
1.8 percent year-over-year. The core PCE deflator increased just 0.1 percent PCE Deflator vs. "Core" PCE Deflator
. . . A N Year-over-Year Percent Change N
in November and is up just 1.5 percent year-over-year. The continued — 5% %

modest pace of inflation remains a mystery. There is little doubt that
structural shifts, including increased global competition, the growth in
online retailing and new technologies that enable consumers to find the 3% 7 T3%

best price instantly and at little cost, are playing a role in holding down ,, | 1y
prices. At some point, however, tightening labor markets and stressed
resource markets will reassert themselves. For now, however, consumers 1% ¢ T 1%

are enjoying their increased purchasing power.
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That increased purchasing power was particularly evident in November.

Real personal consumption expenditures rose 0.4 percent during the ™" |[—pce pefator: Nov © 1.6% 17
month, which was twice the consensus estimate. The stronger number is  _,, | oo PEReon NV @ L% | ) e
surprising in that forecasters already new that retail sales had a blowout % 98 00 02 04 06 08 10 12 14 16 18
month, with nominal sales surging 0.8 percent. Spending on goods, which

comprise 31 percent of personal consumption expenditure outlays, rose Real PCE vs. Real Disposable Income

0.5 percent during the month, while services outlays, which comprise the s% Year-over-year ercent Change 8%
other 69 percent, rose 0.4 percent. i .
The stronger real personal consumption numbers suggest that consumer o ’\V\ o

spending is a potential upside surprise for Q4 real GDP growth. Even if 4% T | ,ff\ w_ﬂ’ T 4%
personal consumption is unchanged in December, real consumer spending | N MW V‘«; f \\ /\\ Wv” -
would rise at a 2.8 percent annual rate during the fourth quarter. If real \ ‘\‘ / '

outlays rise an additional 0.2 percent in December, as we expect, then real 0% \\/, 0%

consumer spending would climb at a 3.0 percent annual rate in the
fourth quarter. That would lift real GDP growth well above the current
consensus. 4% T —Real PCE: Nov @ 2.7%
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The strength in spending continues to pull the saving rate lower, as o, | ———— =22~ . . | e
consumers are spending a larger portion of their take-home pay. 00 01 02 03 04 05 06 07 08 09 10 11 12 13 14 15 16 17 18
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