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Retail sales posted strong gains in the fourth quarter, while the
pace of employment growth also improved. A part of the recent
spending gains reflects a release of some of the pent-up
demand from the recession, which we expect to be a positive

driver for growth again in 2012.

Consumer spending posted a solid gain in
the fourth quarter of 2011, and coupled
with fresh evidence of improvement in the
labor markets, puts the US economy on a
stronger foundation going into 2012. The
latest spending and jobs data support our
forecast for US gross domestic product
growth to accelerate to 3% this year.

Nominal retail sales increased by an
annualized 7.9% in the fourth quarter,
according to preliminary data released this
week by the Census Bureau. The fourth-
guarter gain was relatively strong even
though the preliminary report for
December showed a smaller-than-expected
monthly rise of 0.1%. It was the biggest
quarterly gain since the first quarter of
2011 when sales rose 10.4% (Display 1).

The real volume gains in the fourth quarter
were probably even stronger than the
numbers imply because consumer price
inflation was benign in late 2011, while in
the first quarter of the year prices had
risen sharply. Indeed, we estimate that real
consumer purchases of durable and

nondurable goods jumped 6.0% to 6.5%
annualized in the fourth quarter, roughly
two percentage points faster than in the
first quarter and one of the strongest
quarterly advances of the current recovery
(Display 2).

Car Sales Surge

Strength in consumer spending on goods
was centered in big-ticket, discretionary
items. According to preliminary data, new
motor vehicle purchases surged nearly
40% annualized in the fourth quarter. The
pace of new vehicle sales increased by one
million units to an annualized 13.5 million
units—the strongest rate for a quarter
since mid-2008 (Display 3, next page).

Technology products—such as audiovisual
equipment and computers—also enjoyed a
25% increase in annualized sales during
the fourth quarter. However, the pace of
spending growth on nondurable goods
was much slower, up about 2%, with
spending on clothing (which is often
considered a discretionary purchase) rising
by close to 4% annualized.
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Rebound in Consumer Spending
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Display 2
Strength in Discretionary Items

Real Consumer Spending in Goods
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The strength in discretionary spending was
echoed in the recent consumer credit data,
as well as in consumer sentiment and
confidence surveys. In November,
consumer credit jumped $20 billion, the
largest monthly increase in 10 years.
Three-fourths of the gain occurred in
non-revolving credit, which is used
primarily for the purchase of motor
vehicles and other durable goods.
Consumer surveys in the fourth quarter
also showed a rise in confidence, admit-
tedly from very depressed levels, as well as
an increase in the willingness to spend and
use credit to finance purchases.

The rebound in consumer spending for
goods, especially for big-ticket items, is
something that typically occurs in the early
stages of a cycle. But since the recession
ended in mid-2009, the pattern has been
more irregular than usual. In 2011, the
ability and willingness of consumers to spend
was hit by several shocks, including the spike
in commodity prices, the S&P downgrade
of the US credit rating and a subsequent
plunge in equity markets in late summer.

Now, however, consumer spending may
prove more resilient, especially as

conditions in job markets improve. Payroll
employment increased by 200,000 in
December, with 61% of all industries
adding jobs, according to data from the
Bureau of Labor Statistics released earlier
this month. In addition, debt servicing
expenses have fallen significantly, leaving
consumers with more disposable income
to spend. More jobs and lower debt
service ratios add spending power to
consumers. But in order for this to
translate into a strong cyclical spending
rebound, consumers must also have a
compelling need to open their wallets.

In our view, this “need” factor exists after
consumers postponed major purchases
during the recession, which has created
huge pent-up demand for many durable
goods items. For example, the average age
of vehicles on US roads today is the
highest in several decades (Display 4), as
is the case for many other durable goods.
We think this is a good example of how
the need to replace obsolete products
could fuel demand and spark a sharp rise
in consumer spending in 2012, especially
now that income flows and finances are
on a stronger footing. m
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Best Quarter for Vehicle Sales Since 2008
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Display 4
Huge Pent-up Demand for Vehicles

Average Age of Cars on the Road
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