<date>

Macro Research

12 May 2022

Chart of the Week

US consumers only slowly normalizing their spending patterns
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■

The expenditure-switching caused by the COVID-19 pandemic has contributed to the high inflationary pressure over the last
year. Lockdowns and social distancing shifted consumer demand away from services and towards goods – a shift in spending
that was further reinforced by the increase in disposable income resulting from generous fiscal transfers. The rise in demand
for goods was too abrupt for already constrained supply to adjust in time, thus pushing prices higher, while services firms
facing reduced demand did not cut prices to the same extent as it would have done little to improve demand, leaving overall
inflation higher. In other words, the sectoral Philips Curve was non-linear.

■

Our Chart of the Week shows that, despite the full reopening of the US economy, demand anomalies persist. The chart shows
US personal consumption expenditure adjusted for inflation, using December 2019 as the baseline. Real consumer spending
on both durable and non-durable goods remains around 10% and 20% higher, respectively, than before the pandemic – with
just marginal easing over the last nine months as prices rose steeply and the economy continued to reopen. Spending on
services has now returned to pre-crisis levels but there are many categories that are still a long way away from their end-2019
levels. While real spending on accommodation is now back to roughly where it was two-and-a-half years ago, spending on
recreational activities, travelling abroad and public transportation remains muted.

■

High goods price inflation, pent-up demand for travel-related services and a further easing of the direct effects of the pandemic
will likely lead to further normalization of consumer spending patterns. But the adjustment process might be more gradual than
originally thought with implications also for the re-allocation of labor across sectors, for spare capacity in the labor market and
ultimately for the monetary policy stance itself. Continuing COVID-related bureaucratic burdens, such as testing for travelling
or capacity constraints for public events, are weighing on demand for certain services. And in some cases, the change in
consumption habits might be longer lasting. The spread of remote work, for example, is likely to continue to affect demand for
public transportation and the consumption of food away from home, whereas new recreational habits might persist either for
fear of contagion or because of structural changes in preferences.
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■

The implication for overall inflation will depend on the balance between moderating core goods inflation on the one hand, and
rising core services inflation on the other. The rebalancing of spending towards services could help ease overall inflation if the
sectoral Phillips Curve continues to be non-linear. However, core goods inflation could prove stubbornly high amid ongoing
supply bottlenecks for goods caused by the Russia-Ukraine conflict and COVID-19-related lockdowns in China, while rising
core services inflation is likely to be reinforced by the tight labor market.
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