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The Shape of the U.S. Consumer Recovery 

2009 FTA Revenue Estimation 
& Tax Research Conference  

•  The Recovery is Here—But What Does That Mean 

•  Essential Spending Status—Still Driving Demand 

•  The Drivers of Consumer Spending 

•  Luxury Spending 

•  Consumer Credit Use  

•  2009 Holiday Spending Forecast 

•  Retail Sales Outlook 
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Covered Unemployment Rate 
Edges Lower 
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As of July 2009, Calculated Probability of Recovery was 91% 
Probability Signals Recovery 

- 4 - 

Understanding and Using the Business Cycle Turning Point Signal 

If trough is:                       If 90% crossing was: 

           July 2009               July 2009         
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Duration of Decline Longer, But Depth Consistent with Past Cycles 

Quarters of Decline During Recession  - 6 - 
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                    (Growth Index at Turning Point = 100) 

    Recovery After 

   Severe Cycles  Mild Cycles 

After Two Quarters:  102.9   102.0 

After Four Quarters  105.9   104.1 

After Eight Quarters  109.4   108.2   

    +1.8 pp. 

    +1.8 pp. 

    +0.6 pp. 

- 7 - 

Sharp Drop in 
Nominal Terms 

A little less unusual in 
real spending terms 

Retail Sales 

Retail Sales Adjusted for Inflation 
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The Importance of Essential 
Spending 
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ESSENTIAL = Personal Interest Payments, Services, Food, Clothing 
and Shoes, Gasoline and Other Energy Goods. 

Shift in Spending 
Towards More 

Essentials 

Business cycle recession triggered a dramatic shift towards essential consumer 
spending—which hit a record high as a share of total spending in 2008.  Recent 
easing from high mainly due to lower fuel costs. 
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Energy Spending Receded in 2009 As Share of Expenditures 
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Exploring Drivers of Consumer 
Demand 
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Statistical Model of Real Consumer 
Spending Growth 

  Katona Effect (12-month Standard 
Deviation in Price Level) 

  Business Cycle Effect 1—Real Earnings (% 
Change) 

  Business Cycle Effect 2—Change in the 
Unemployment Rate (Year/Year) 

  Financial Wealth Effect—Change in Stock 
Prices 

  The Diderot Effect—% Change in Home 
Demand 
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SMSAR = Six-Month Smoothed Annualized Rate 

Model explains about 75% of 
the volatility in real spending. 
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Real Earnings Portend Sharp Spending Pickup,  
If History is a Guide 

Marginally Slower Rise in the Unemployment Rate 
3.5 Percentage Points in August (High 3.9 PP. in April-June Period)  
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Stock Prices Improve Moderately 
Still Long Way to Fully Recover  

As of September 9, 2009 - 19 - 
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Consumer Credit Use 
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Leading Indicator of Motor Vehicle 
Demand Upbeat 
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Notice: This presentation is based on information ICSC believes reliable. However, ICSC cannot guarantee its accuracy and is not liable for 
any damages arising out of its use.  All proprietary materials and analysis are copyrighted.  © 2009 


