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This can't go on. Consumption tracks 2012's sluggish trend, while disposable income falls.  

Today's April Personal Income and Outlays report shows a sequential 
decline in both consumption and disposable personal income. This is stark 
confirmation that the US economy in 2013 has not upshifted to faster 
growth. Indeed, we think this data points to a downshift as the year 
progresses. 

 A wide gap has opened up between disposable personal income 
and consumption (please see the chart below). 

 DPI has fallen from its artificial heights in November and 
December, which were driven by accelerated dividend and 
incentive compensation payments to get ahead of 2013's higher tax 
rates. Now with that effect washed out, it is tracking even lower 
than we would have expected given the end of the payroll tax 
holiday at year-end. This is an effect we have been warning about 
all year (see "On Q4 GDP" January 30, 2013). 

 But consumption, normally perfectly correlated with DPI, continues 
to track its 2012 trend.  

 This can't and won't go on.   
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strategic view 

 
US MACRO: Income and 

consumption both fell in 
April, and an 
unsustainable gap has 
opened between them. 
Consumption is tracking its 
sluggish 2012 trend, but 
we think it will be dragged 
lower by disposable 
personal income reduced 
by the end the payroll tax 
holiday. Even if 
consumption maintains the 
2012 trend, that implies no 
upshift to faster growth in 
the US economy. If, more 
likely, consumption falls to 
match DPI, then a 
downshift lies ahead.  
 

— Personal consumption  --- Trend based on 2012  --- Trend with payroll holiday end 

 Disposable personal income   —  Trend based on 2012                                USD billions, monthly ∙∙∙∙

 

Source: BEA, TrendMacro calculations 
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 Even if consumption somehow continues on its 2012 trend, that 
fact would imply no upshift to faster growth -- just a continuation of 
last year's sluggish growth. 

 But for consumption to even maintain the sluggish 2012 trend, DPI 
would have to rise to support it. Otherwise, income would have to 
be replaced by borrowing or dis-saving, neither of which are viable 
options for the mass of US consumers at this point. 

Bottom line 

Income and consumption both fell in April, and an unsustainable gap has 
opened between the two. For now consumption is tracking its sluggish 
2012 trend, but we think it will be dragged lower by disposable personal 
income reduced by the end the payroll tax holiday. Even if consumption 
manages somehow to maintain the 2012 trend, that implies no upshift to 
faster growth in the US economy. If, more likely, consumption falls to 
match DPI, then a downshift lies ahead.  
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