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Retail Sales Post Another Gain in July

July retail sales rose 0.2 percent in July after an upwardly revised 0.6 percent gain in June, marking the
Jourth consecutive month of sales growth. Core retail sales showed more broad-based gains for the month.
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More Broad-Based Gains in Sales in July

Retail sales posted a modest 0.2 percent rise in July with more broad-based
sales gains. Taken together with the sizable upward revisions to June’s
data, we view this report as a net positive for consumer spending. Nine
categories posted sales gains for the month while four posted declines. So
far this year, the recent growth in retail sales has been supported primarily
by auto sales and not much else. This pattern appears to be changing, as
sales excluding auto sales rose 0.4 percent in July, underscoring the more
wide spread growth in sales. Once both autos and gasoline sales are
excluded, sales posted a 0.4 percent rise for the month. Among the
categories posting the largest gains were gasoline stations, food and
beverage, sporting goods and clothing. Sales declined the most for furniture
and motor vehicles and parts. On a year-over-year basis, overall retail sales
are now up 5.4 percent. The three-month moving average has climbed to
4.0 percent as of July, compared to the more modest 3.5 percent pace
observed in the final month of the second quarter. Consumer spending
appears to be picking up momentum to start the quarter.

Inflation May Have Played a Small Role in July Gains

The nominally reported retail sales number was likely influenced in part by
somewhat higher prices for the month. Sales at gasoline stations in
particular posted a sizable 0.9 percent gain for the month. This gain
coincides with an increase in gasoline prices for the month of July. The
AAA average retail price of regular unleaded gasoline rose 3.9 percent for
the month which likely accounts for much of the jump in gas station sales.
Beyond gasoline prices, overall consumer prices have begun to pick up in
recent months as global economic activity has begun to edge higher. With
somewhat higher rates of inflation in the second half of the year, there may
be some upside potential to the headline retail sales number in the coming
months.

What Will Consumer Spending Look Like in the Third Quarter?

Today’s report indicates that third quarter consumer spending started on a
positive note. The control group within retail sales that feeds into the
calculation of GDP accelerated to 0.5 percent after rising an average of just
0.2 percent over the last quarter. In addition, personal income growth is
expected to post modest gains. According to our outlook, job growth should
average in the 190-200 thousand per month range, which should maintain
some of the momentum behind the upward trend in wage and salary
growth. Our expectation is that that overall retail sales will post a
4.6 percent rise for the third quarter as a whole, before accelerating further
into 2014. Real personal consumption expenditures should help support
stronger GDP growth with gains of 2.0 percent and 2.2 percent in the third
and fourth quarters respectively.

-40% t t t t t t
2005 2006 2007 2008 2009 2010 2011

-12%

40%

U.S. Retail Sales

Month-over-Month and Year-over-Year Percent Change

30% +

20% +

10%

0%

-10% 1

-20%

-30%

mmRetail Sales: Jul @ 0.2% (Right Axis)
Yr/Yr Percent Change: Jul @ 5.4% (Left Axis)

4%

T 3%

T 2%

T 1%

r 0%

T+ 1%

1 2%

1 -3%

Retail Sales vs. Wages & Salaries

+
2012

+
2013

3-Month Moving Average, Year-over-Year Percent Change

-4%

12%

8%

4%

12%

T 8%

4%

0%

-8% —+

—Wages & Salaries Disbursements: Jun @ 3.1%
Retail Sales: Jul @ 5.2%
n n n

e
e

4% +

0%

1 -4%

+ 8%

19

15%

10% -

5%

0% -

5% +

-10% +

-15% +

-20% T

-25% +

-30%

t t t t t t
96 1998 2000 2002 2004 2006 2008

Retail Sales

Bars = CAGR Line = Yr/Yr Percent Change

t
2010

t
2012

mm Retail Sales-CAGR: Q2 @ 3.3%
Retail Sales-Yr/Yr: Q2 @ 4.6%

t t t t t
2000 2002 2004 2006 2008 2010

t
2012

+
2014

-12%

15%

r 10%

. Il . Forecast
Vll |||I|| Ii —

5%

0%

+ -5%

T -10%

T+ -15%

T -20%

T -25%

-30%

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


mailto:eugenio.j.aleman@wellsfargo.com
mailto:michael.a.brown@wellsfargo.com

Wells Fargo Securities, LLC Economics Group

John E. Silvia, Ph.D.
Mark Vitner

Jay Bryson, Ph.D.
Sam Bullard

Nick Bennenbroek

Diane Schumaker-Krieg

Eugenio Aleman, Ph.D.

Global Head of Research, (704) 410-1801

Economics & Strategy
Chief Economist
Senior Economist
Global Economist
Senior Economist
Currency Strategist

Senior Economist

(212) 214-5070
(704) 410-3275
(704) 410-3277
(704) 410-3274
(704) 410-3280
(212) 214-5636
(704) 410-3273

diane.schumaker@wellsfargo.com

john.silvia@wellsfargo.com
mark.vitner@wellsfargo.com
jay.bryson@wellsfargo.com
sam.bullard @wellsfargo.com
nicholas.bennenbroek@wellsfargo.com

eugenio.j.aleman@wellsfargo.com

Anika Khan Senior Economist (704) 410-3271 anika.khan @wellsfargo.com
Azhar Igbal Econometrician (704) 410-3270 azhar.igbal@wellsfargo.com

Tim Quinlan Economist (704) 410-3283 tim.quinlan @wellsfargo.com
Michael A. Brown Economist (704) 410-3278 michael.a.brown@wellsfargo.com
Sarah Watt Economist (704) 410-3282 sarah.watt@wellsfargo.com
Michael T. Wolf Economist (704) 410-3286 michael.t.wolf@wellsfargo.com
Sara Silverman Economic Analyst (704) 410-3281 sara.silverman@wellsfargo.com
Zachary Griffiths Economic Analyst (704) 410-3284 zachary.griffiths @wellsfargo.com
Peg Gavin Executive Assistant (704) 410-3279 peg.gavin@wellsfargo.com

Cyndi Burris Administrative Assistant (704) 410-3272 cyndi.burris@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. Wells Fargo Securities, LLC. ("WFS") is
registered with the Commodities Futures Trading Commission as a futures commission merchant and is a member in good standing
of the National Futures Association. Wells Fargo Bank, N.A. ("WFBNA") is registered with the Commodities Futures Trading
Commission as a swap dealer and is a member in good standing of the National Futures Association. WFS and WFBNA are generally
engaged in the trading of futures and derivative products, any of which may be discussed within this publication. 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 © 2013 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



