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CONSUMER SPENDS

The consumer is doing pretty
well, no worries despite the
Trump 2.0 economic agenda
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steady spending is the last four years which no one will believe. 3.0% in 2022 despite Russia Ukraine
and Fed 4.5% rates by year-end to fight inflation. These are full year data which smooths out the
quarterly volatility. 2.6% in 2023 and 2.9% in Biden’s last year of 2024. This year growth will be 2.7%
if real consumer spending is 3.0% in Q4 2025. Consumer spending never really runs that hot although

itwas 3.4% in 2015 under Obama, and 3.2/3.8
percent in the 2003-04 housing bubble era.

What is the consumer buying in Q4 2025?
Using November data, real consumption is up
3.2%. Clothing and footwear, a small category
of $545 billion out of $16.5 trillion total real
spending in Q3 2025, but it is up 10% again in
Q4 2025, keeps rising and it cannot still be
trying to get ahead or around the tariffs. This
is mostly women’s and girls’ clothing. Don’t
want to spend too much time going on about
the clothes on your back. Food and Bev going
nowhere up 0.6% in Q4 2025 even if you still
have to eat. Maybe fewer consumers with the

Real Consumer Expenditures & GDP Q4 Q3 Q2 Qiltevel$hin
SAAR Percent change: Q4 2025e is November over Q3 avg 2025e 2025 2025 2025 Q32025
Gross domestic product (GDP) - 4.4 3.8 -0.6 24,026.8

Personal consumption expenditures (PCE) 3.2 3.5 2.5 0.6 16,585.9
Goods 3.3 3.0 2.2 0.2 5,670.7
Durable goods 2.8 1.5 23 -3.4 2,1404
Motor vehicles and parts -1.7 -6.6 9.7 -114 599.5
Furnishings and durable household equipment 1.5 -4.3 -2.0 2.4 449.8
Recreational goods and vehicles 11.5 154 -2.5 0.8 828.0
Other durable goods -2.6 3.3 3.1 -0.8 309.5
Nondurable goods 3.6 3.9 2.2 2.2 3,541.2
Food and beverages for off-premises 0.6 1.9 0.2 1.1 1,186.2
Clothing and footwear 10.0 6.6 5.8 7.8 545.5
Gasoline and other energy goods 5.0 1.5 -2.8 2.9 319.3
Other nondurable goods 3.9 5.3 4.2 1.2 1,509.7
Services 3.1 3.6 2.6 0.8 10,939.6
Household consumption expenditures (for services) 3.1 3.6 3.1 1.4 10,539.0
Housing and utilities 1.4 0.3 -0.2 2.7 12,7035
Health care 5.2 6.7 4.8 29 2,962.8
Transportation services 3.1 3.6 7.0 0.5 520.4
Recreation services 5.0 6.6 3.9 -6.5 631.6
Food services and accommodations 0.3 1.3 5.9 -0.8 1,089.8
Financial services and insurance 4.2 2.7 4.8 -0.2 1,181.8
Other services 33 6.2 1.4 2.9 1,476.4
Final consumption nonprofit institutions 2.3 4.8 -9.2 -10.7 407.2

180 on migration flows. Same for restaurants and hotels up 0.3%. Prices too high? Health Care, the
biggest category of spending and it keeps going up fast, 5.2% in Q4 2025. Non-elective surgery for
baby boomers. Furnishings and household goods trying to recover: +1.5%. The spending star is
Recreational goods and vehicles up double-digits again this quarter: mostly software and computers.
The consumer keeps the U.S. on a solid growth path.
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For the markets going into Davos week, the moves were based primarily on the Trump tariff threat if
the US could not acquire Greenland. And then the tariffs were called off around 2pm ET Wednesday
afternoon. Last weekend Trump announced a 10% tariff starting February 1, with an increase to 25%
on June 1 against Denmark, Norway, Sweden, France, Germany, U.K., the Netherlands and Finland.
Military force had not been ruled out to take Greenland initially, and then later it was during his Davos
remarks. 10-yr yields moved up as well following the jump in Japanese yields. The talk of the February
elections and tax cuts pulled investor support at a 20-year JGB auction Tuesday in Tokyo. Something
nice for US bond traders to walk in to on Tuesday after the Martin Luther King holiday on Monday
Relax. Soon one of your own may be Fed Chairman. Rick Rieder at Lehman Blackrock.

Nike, Inc. (NKE) up 2.1% YTD

The stock dropped 10.5% after the November quarter earnings on December 18, and has now
recovered the worst of it. Footwear sales were unchanged from a year ago at $7.659 billion with
strength in North America offsetting weakness in the rest of the world. China sales were down 20%
year-over-year. Higher tariffs which increase product costs are weighing on margins in North America.
CEO says the company is still in its turnaround phase.
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$62 billion QE bills since December 10. Buy stocks.
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Next up: January CPI inflation report Wednesday, February 11 at 830am ET
Monthly 2025 2025 2024
% Changes Dec Nov Oct Sep Aug Jul Jun May Apr Mar Feb Jan Dec Nov Oct
Core CPI inflation 0.2 na na 0.2 0.3 0.3 0.2 0.1 0.2 0.1 0.2 0.4 0.2 0.3 0.3
Core PCE inflation na 0.2 0.2 0.2 0.2 0.2 0.3 0.2 0.2 0.1 04 0.3 0.2 0.1 0.3
Core PCE YOY na 2.8 2.7 2.8 2.9 2.9 2.8 2.8 2.6 2.7 3.0 2.8 3.0 3.0 3.0
Core CPI YOY 2.6 2.6 na 3.0 3.1 3.1 2.9 2.8 2.8 2.8 3.1 3.3 3.2 3.3 3.3
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OTHER ECONOMIC NEWS
Factories down, churches up (Wednesday)

Breaking economy news. Long-delayed construction reports for September/October released the
same time at 10am ET, if you can stop watching who/where/when in Davos this morning.
Nonresidential private construction that goes into business investment in GDP fell 0.2% in October,
and is 2.6% lower than a year ago. We can cherry-pick the data categories and see what’'s hot and
what’s not Scott. Computers et.al. within manufacturing were down 22.4% ($27.1 billion) from last
year. Data Centers within the nonresidential “Office” category rose 18.5% ($6.6 billion) to $42.5 billion
from year ago levels.

Net, net, October private nonresidential construction fell 0.2% at the start of fourth quarter and will not
be adding to those sky-high forecasts for the economy. The US economy is hot, but business
construction is not. Manufacturing construction fell even harder with a 0.9% decline in October where
factory construction peaked way back in the middle of 2024 after the CHIPS Act monies all got
distributed and spent. One can only come to the inescapable conclusion that new plant construction
is faltering in the first year of the Trump 2.0 administration (no factory building in Trump 1.0), a surprise
given that the regulatory red-tape was supposed to have been eliminated on day-one, and as a result,
those offshore factories will have to remain offshore for now. Construction activity is subtracting from
economic growth, not adding to it. Most of the 5 percent US economic growth forecast in the fourth
guarter is due to the drop in the trade deficit, a trend which few economists see as permanent. US
imported goods that consumers rely on are not being produced in American factories yet. Stay tuned.
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GDP 4.4% in Q3 2025, job layoffs minimal (Thursday 830am)

Breaking economy news. Trying to avoid writing
the headline that the economy was doing even
better in a delayed Q3 2025 report with real
GDP now rising 4.4% versus the last estimate
of 4.3%. How much was the disappearing trade
deficit, as the President calls it, responsible for
growth? Net trade added 1.6 percentage points
to the 4.4% growth with the fourth quarter effect
still to be determined. So far there is just $29.35
billion trade deficit data for October.
October trade data made the Atlanta Fed
GDPNow forecast boost Q4 GDP growth from
just 2.9% to 5.4%, the 5-handle strong growth
figure giving Trump 2.0 economic officials

Q2 24| Q3 24| Q4 24| Q1 25| Q2 25|Q3p 25| Q3 25f
REAL GDP 3.6 3.3 19| -0.6 3.8 4.3 4.4
REAL CONSUMPTION 3.9 4.0 3.9 0.6 2.5 3.5 3.5
CONSUMPTION 2.6 2.7 2.6 0.4 1.7 2.4 2.3
Durables 0.6 0.6 09| -0.3 0.2 0.1 0.1
Nondurables 0.6 0.7 0.5 0.3 0.3 0.5 0.5
Services 15 1.4 1.2 0.4 1.2 1.7 1.7
INVESTMENT 1.4 0.2 -1.3 38| -2.7 0.0 0.0
Business Plant -0.1 -0.1f -0.3] -0.1f -0.2 -0.2 -0.2
& Equipment and 0.4 0.4| -0.2 1.0 0.4 0.3 0.3
Intellectual Property 0.0 0.1 0.0 0.3 0.8 0.3 0.3
Homes -0.1| -0.2 0.2 0.0 -0.2 -0.2 -0.3
Inventories 1.2 -0.1] -0.9 26| -34 -0.2 -0.1
. EXPORTS 0.1 1.0f -0.1 0.0 -0.2 0.9 1.0
This IMPORTS -1l 14 0.0| -4.7 5.0 0.7 0.6
GOVERNMENT 0.6 0.9 0.6/ -0.2 0.0 0.4 0.4
Federal defense 0.3 0.5 0.2| -0.3 0.0 0.2 0.2
Fed nondefense 0.0 0.1 0.1f -0.1| -0.4 0.0 0.0
State and local 0.3 0.4 0.3 0.2 0.3 0.2 0.2
Below line: Percentage point contributions to Q3 2025 4.3% real GDP
Advance estimate for Q4 is Friday, February 20

something to crow about at Davos, not that they needed anything in particular. Also reported at 830am
ET were the weekly jobless claims data which continue to show the labor market is not undergoing
significant deterioration. That is, no special reason for Fed officials to cut interest rates to come to the

rescue of the labor market.

Net, net, the economy is running hot
with economic growth well above 3%
and jobless claims signaling a
potentially stronger January payroll
jobs number in a few weeks. It is
normally cold in January in the middle
of winter, but the economy is
generating some heat and continues to
move forward at a fast clip. There is
nothing really in today’s economic
report updates to push Fed officials to
consider another interest rate cut as
further monetary policy stimulus risks
putting another log on the fire and
comes with greater inflation risks
without generating any extra growth.
The economy is in a good place for now
and does not need Washington
economic officials tinkering any further
with the controls.
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https://www.atlantafed.org/-/media/documents/cqer/researchcq/gdpnow/realgdptrackingslides.pdf
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Personal income report if you got any (Thursday 10am)

Breaking economy news. Long-delayed Personal income report data for October and November at
the same time. Includes the Fed’s preferred consumer inflation measure which is running 2.8% year-
on-year in November.

We thought core consumer inflation was lower at 2.6% year-on-year after CPl data for
November/December. While we wait for the next monthly personal income report for December on
February 20, we would point out that 2.8% core inflation sounds bad, but looks good when looking at
the monthly 3-dec changes of 0.160% November and 0.208% in October, so the way forward maybe
not so bad or at least not worsening. And also considering that “market-based” core PCE which looks
at “observable” price measures instead of just making it up, is 2.4% year-year, closer to the Fed’s 2.0
target than the widely reported and Fed forecasted 2.8% core PCE inflation.

Net, net, we hope the Commerce Department in Trump 2.0 can still measure economic conditions
accurately because the two delayed monthly personal income reports for October and November
show no slowdown in real consumer spending whatsoever during the uncertain period of the Federal
government shutdown. Economists are scratching their heads because core PCE consumer inflation
is modest at 0.2% while consumers’ real purchases are strong with back-to-back gains of 0.3% for
October and November. There is some data-patching for the missing October economic data, but still,
it looks like 5% growth in the fourth quarter is not as far-fetched as we thought. Most of the boost in
Q4 is a one-off cliff drop of the trade deficit, but the consumer is surprisingly resilient as well. To be
sure, the consumer dipped into their savings quite a bit to keep the purchases going, but at the same
time wages and salaries of private industry employees is solid as a rock so far in the fourth quarter,
suggesting spending should remain moderate. Real consumption expenditures are running 2.7% in
the final quarter of 2025 with another month of December data still left to be reported. Maybe those
consumer confidence surveys are all-made-up, or at least consumers continue to spend apace
regardless of their concerns about the overall outlook. Affordability concerns are nowhere to be seen
in this report as consumers seem to be saying they cannot afford to sit on the sidelines and wait for
more certain times.
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