Data Watch

September 29, 2006 ¢ 630.322.7756 « http://www.ftportfolios.com

AUGUST PERSONAL INCOME Brian S. Wesbury
AND CONSUMPTION Bill Mulvihill

Senior Economist

e Personal income increased 0.3% in Personal Income Wage and Salary Disbursements
AUgUSt, after 305% galn in JuIy % Change - Year to Year % Change - Year to Year
Personal income is up 9.4% in the 1 I [0
past year. Wages and salaries . s 8 8
increased 0.1% last month, and are
7.7% higher than a year ago. o e °
e Personal consumption expenditures o L, ) )
(PCE) increased 0.1% last month 2 z
and 6.0% in the past 12 months. 21 2 . .
e The PCE deflator increased 0.2% S I —————
Iaa month and iS Up 32(%) in the Sou?:e: Bure::of 02' (13' IHave24‘ Iyti e o Sou?:e: Bure::of 02' (13' IHave24‘ I e o
past year. The “core” PCE deflator Personal Consumption Expenditures ‘Core’ PCE
rose 0.2% in August and is up % Change - Year to Year % Change - Year to Year  SA, 2000=100
2.5% in the past year — the fastest 107 [0 2807 250
YOY increase since 1995. - e
Implications; Personal income grew ’ "
0.3% in August, while wages and 2.007 200
salaries increased just 0.1%. On the &7 N
spending side, personal consumption v -
rose 0.1%, the slowest increase since 41 R .
Hurricane Katrina hit the Gulf Coast
ayear ago. The weaknessin this data 24 . e 2 4,25 . S
will likely encourage more economic S0 Bure of o Anae e pnais o surec ot o e s e pnaye

pessimism. But this slowdown appears to be more of a lull that a sign of significant weakness. Pauses in economic growth are normal
and talk of a“landing” is premature. For example, during the six months ending in May 2005, personal income grew 4.9%, wages and
salaries increased 3.5%, and personal consumption rose 5.6% (all at annual rates). These are below the current six-month annualized
changes of 6.3%, 5.8%, and 6.2%, respectively. Yet the weakness during the spring of 2005 did not precede a recession; instead the
economy accelerated and real GDP grew at a 4.2% rate in Q3 2005. This acceleration occurred even with the Fed hiking interest rates.
With productivity booming, profits strong, and tax rates low, we expect a similar re-acceleration of growth during the end of this year.
One area of the economy that is showing no signs of a pause is inflation. The “core” PCE deflator (the Fed s preferred measure of
inflation) rose 0.2% in August and is up 2.5% in the past year. This is the fastest YOY gain since 1995 and is well above the Fed's
comfort zone. We continue to believe that inflation, not slowing growth, isthe real concern for investors and the Fed. We expect the next
Fed moveto be arate hike; not arate cut.

Personal Income & Consumption Aug-06] Jul-06 | Jun-06| 3-mo % ch. | 6-mo % ch. | Yr over yr

All data seasonally adjusted annualized | annualized % ch.

Personal Income, current 0.3% | 0.5% | 0.6% 5.9% 6.3% 9.4%
|lless Personal Tax and Nontax Payments 0.0% | -0.3% | 0.9% 2.0% 7.6% 14.0%
equals Disposal Income 0.4% | 0.6% | 0.5% 6.5% 6.1% 8.8%
Wages and Salaries 0.1% | 0.6% | 0.6% 5.2% 5.8% 7.7%
Personal Consumption Expenditures (PCE) 0.1% | 0.8% | 0.3% 5.2% 6.2% 6.0%
Durables -1.3% | 1.8% | 0.5% 4.1% 2.5% 2.5%
Nondurable Goods 0.2% | 0.9% | 0.1% 4.9% 8.2% 7.1%
Services 0.4% | 0.6% | 0.4% 5.6% 6.0% 6.2%
PCE Deflator 0.2% | 0.3% | 0.1% 2.9% 3.8% 3.2%
Savings Rate -0.5% | -0.7% [ -0.6% -0.6% -0.6% -3.0%

Source: Bureau of Economic Analysis

*The 3 and 6 month changes in the Savings Rate are averages, the year-over-year percentage is the year-ago level
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