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US Retail Sales: Stimulus Checks Are Not Enough

Percent Changes: June May Rev From Apr Mar Jun08/07
Retail Sales 0.1 0.8 1.0 0.2 0.5 3.0
Excluding Autos 0.8 1.2 1.2 1.0 0.8 6.2
Motor vehicles/parts -3.3 -0.6 0.3 -3.1 -0.5 -9.5
Auto/other motor veh. -3.6 -0.8 0.1 -3.4 -0.6 -10.5
Furniture/home furn -1.4 0.3 0.4 -0.2 0.0 -5.4
Electronics/appliances -0.6 1.7 0.7 1.4 0.0 5.5
Building/garden equip -0.9 2.3 2.4 2.2 -1.0 -1.5
Food/beverage 0.7 -0.1 0.4 0.8 0.9 5.6

Grocery stores 0.6 -0.2 0.6 0.7 0.8 5.8
Health/personal care 0.6 0.1 0.8 0.7 0.3 4.1
Gasoline stations 4.6 3.3 2.6 0.6 2.6 24.5
Clothing/accessories 0.6 0.8 0.5 0.5 0.6 2.9
Sporting goods/hobbies 0.7 0.8 0.7 0.7 0.8 2.8
General merchandise 0.4 1.3 1.2 0.7 0.4 5.6

Department stores 0.3 0.5 0.8 0.2 -0.4 -1.3
Misc store retailers 0.8 -0.4 -0.6 0.8 0.7 -2.9
Non-store retailers 0.8 1.0 1.6 2.4 1.7 8.1
Food/drink services -0.2 0.8 0.8 1.1 0.4 3.6
Excluding autos/
gasoline/bldg materials* 0.4 0.6 0.8 0.9 4.3

e US consumers continued to spend in June, unfortunately most of what they bought went to fill-up their
gas tanks. Despite ongoing job losses, rising prices at the pump and a depressed real estate market, US
consumer spending managed to remain above water. But at a gain of 0.1% m/m, this was a very small
monthly increase, especially when coupled with a small downward revision to May’s number.

e Even the ongoing bounty of federal stimulus checks could not keep Americans shopping for big ticket
items, as sales of cars, furniture and electronics plunged after rising in May. Although total sales rose by
a healthy 0.8% m/m if we exclude a 3.3% m/m drop in auto purchases, after removing gasoline
purchases total sales actually fell by 0.5% m/m.

e Sales of both clothing and general merchandise remained reasonably healthy, but it is clear that even
with the government’s support, the American consumer is fading. The last three months have seen a
remarkable resurgence in personal spending, but with so much going against the average US shopper it
is likely that real spending growth will contract in Q3.



Implications & Actions

Re: Economic Forecast — Not only was June’s retail sales report weaker than expected, but it also
presaged more weakness ahead. Looking at core retail spending (excluding gas, building materials and auto
dealers) it is clear that, after an unexpected spike, these numbers will start to fall back over the second half
of the year. While the outlook for second quarter real GDP growth looks quite good on the back of firm
personal spending numbers, we expect a more disappointing result in Q3 and Q4 as real spending growth
starts to contract.

Re: Markets — June’s retail sales report failed to make a material market impact as investors remained
preoccupied with Fed Chairman Bernanke’s semiannual Congressional testimony and ongoing concerns over
financial stability. During his testimony Bernanke emphasized the downside risks to growth, while pointing
out the upside risks to inflation. We believe that these competing considerations leave Fed rate hikes on hold
until Q4.
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