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The choppy spending pattern we have observed since the Great Recession ended reaffirmed itself in July, with
personal spending increasing by 0.4 percent after no change in June. Personal income was revised down.

Personal Income Revised Down in June

Some of the good news released in June regarding personal income was
taken away as the original 0.5 percent increase in that measure was revised
down to 0.3 percent. At the same time, personal income for July came in at
0.3 percent, the third consecutive 0.3 percent increase—not bad, but lower
than it was during the first quarter of the year. Disposable personal income
was also up 0.3 percent during July, as real disposable personal income was
similarly up by 0.3 percent, indicating that inflation was very benign during
the month. We are expecting this benign inflationary environment to
change in August as petroleum prices and gasoline prices take a bite out of
both total personal income and disposable personal income.

Overall, wages and salaries increased by 0.2 percent in July compared to a
0.4 percent increase in June. What kept personal income growing at the
same rate it did in June were increases in proprietors’ income, rental
income as well as personal current transfers. At the same time, the increase
in personal current taxes was lower in July than what it was in June,
helping the disposable personal income measure.

Personal Consumption Expenditures Rebounded

After a flat reading in June and dropping by 0.2 percent in May, personal
consumption expenditures increased by a “healthy” 0.4 percent in July.
Thus, the choppy spending pattern by U.S. consumers continues. Last
month, we speculated that consumers were increasingly saving because
they were waiting to spend part of their savings during the end-of-year
holidays. But it seems that this was not the case; maybe instead they saved
to go on vacation in July before the start of the school semester.

Consumers chose a good month to go out and spend as inflation was benign
with the increase in nominal spending, at 0.4 percent, equal to the increase
in real spending during the month. This was a far cry from a 0.0 percent
change in real personal consumption expenditures in May and a 0.1 percent
drop in this measure in June.

At the same time, July’s result for personal consumption expenditures
bodes well, if sustained, for GDP during the third quarter of the year, as
consumption remains the largest component of the economy. However, this
increase in personal consumption expenditures may not be sustainable in
the future due to the recent increase in gasoline prices and its potential
effects on real personal consumption expenditures going forward.

This, together with the drop in consumer confidence for August, may keep
consumption range-bound during the third quarter of the year. It is clear
that for consumption to show some staying power, we need the jobs and
credit situation to improve considerably over the next several quarters.

-6%

20%

15% 4

10% 4

5%

0%

5%

-10% +

-15% +

-20%

12%

8% +

4%

0%

-4%

-8% +

-12% 4

-16%

Personal Income

Percent, Seasonally Adjusted

i
U

3-Month Annual Rate: Jul @ 3.8%
—Year-over-Year Percent Change: Jul @ 3.6%

92 94 96 98 00 02 04 06 08 10 12

Real Disposable Income

Both Series are 3-Month Moving Averages

Vi

Real Disposable Income, 3-Month Annual Rate: Jul @ 3.5%
—Real Disposable Income: Jul @ 1.7%

92 94 96 98 00 02 04 06 08 10 12

Real Consumer Spending

Both Series are 3-Month Moving Averages

20%

T 15%

T 10%

5%

0%

T -5%

+ -10%

+ -15%

-20%

12%

8%

4%

0%

T -4%

T -8%

T -12%

-16%

8%

6%

4%

2%

0%

8%

r 6%

L 4%

r 2%

2% +

4% 1

o

0%

1 2%

1 -49%

3-Month Annual Rate: Jul @ 1.1%
—Year-over-Year Percent Change: Jul @ 2.0%

95

97 99 01 03 05 07 09 11

-6%

Source: U.S. Department of Commerce and Wells Fargo Securities, LLC



Wells Fargo Securities, LLC Economics Group

Diane Schumaker-Krieg
& Economics

John E. Silvia, Ph.D. Chief Economist
Mark Vitner

Jay Bryson, Ph.D.

Senior Economist
Global Economist

Eugenio Aleman, Ph.D. Senior Economist

Global Head of Research (704) 715-8437

(212) 214-5070

(704) 374-7034
(704) 383-5635
(704) 383-3518
(704) 715-0314

diane.schumaker@wellsfargo.com

john.silvia@wellsfargo.com
mark.vitner@wellsfargo.com
jay.bryson@wellsfargo.com

eugenio.j.aleman@wellsfargo.com

Sam Bullard Senior Economist (704) 383-7372 sam.bullard @wellsfargo.com
Anika Khan Senior Economist (704) 715-0575 anika.khan @wellsfargo.com
Azhar Igbal Econometrician (704) 383-6805 azhar.igbal@wellsfargo.com

Tim Quinlan Economist (704) 374-4407 tim.quinlan @wellsfargo.com
Michael A. Brown Economist (704) 715-0569 michael.a.brown@wellsfargo.com
Sarah Watt Economic Analyst (704) 374-7142 sarah.watt@wellsfargo.com
Kaylyn Swankoski Economic Analyst (704) 715-0526 kaylyn.swankoski@wellsfargo.com
Peg Gavin Executive Assistant (704) 383-9613 peg.gavin@wellsfargo.com

Cyndi Flowe Administrative Assistant (704) 715-3985 cyndi.h.flowe@wellsfargo.com

Wells Fargo Securities Economics Group publications are produced by Wells Fargo Securities, LLC, a U.S broker-dealer registered
with the U.S. Securities and Exchange Commission, the Financial Industry Regulatory Authority, and the Securities Investor
Protection Corp. Wells Fargo Securities, LLC, distributes these publications directly and through subsidiaries including, but not
limited to, Wells Fargo & Company, Wells Fargo Bank N.A., Wells Fargo Advisors, LLC, Wells Fargo Securities International Limited,
Wells Fargo Securities Asia Limited and Wells Fargo Securities (Japan) Co. Limited. The information and opinions herein are for
general information use only. Wells Fargo Securities, LLC does not guarantee their accuracy or completeness, nor does Wells Fargo
Securities, LLC assume any liability for any loss that may result from the reliance by any person upon any such information or
opinions. Such information and opinions are subject to change without notice, are for general information only and are not intended
as an offer or solicitation with respect to the purchase or sales of any security or as personalized investment advice. Wells Fargo
Securities, LLC is a separate legal entity and distinct from affiliated banks and is a wholly owned subsidiary of Wells Fargo &
Company © 2012 Wells Fargo Securities, LLC.

Important Information for Non-U.S. Recipients

For recipients in the EEA, 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 Services Authority. The content of this report has been
approved by WFSIL a regulated person under the Act. WFSIL does not deal with retail clients as defined in the Markets in Financial
Instruments Directive 2007. The FSA rules made under the Financial Services and Markets Act 2000 for the protection of retail
clients will therefore not apply, not will the Financial Services Compensation Scheme be available. This report is not intended for,
and should not be relied upon by, retail clients. This document and any other materials accompanying this document (collectively,
the “Materials”) are provided for general informational purposes only.

SECURITIES: NOT FDIC-INSURED/NOT BANK-GUARANTEED/MAY LOSE VALUE

WELLS
FARGO



