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Retail Outlook: Where is the Consumer? 
by Steven Keith Platt, Director, Platt Retail Institute 
4Q 2009 Quarterly Retail Analytics
The 19-month recession seems to be bottoming out, as the U.S. economy is finally on a slight uptick. Yet the question remains as to whether the consumer is ready and willing to spend. Despite very impressive retail sales numbers in August 2009, consumers will be making a structural shift in their purchase behavior that will put a lid on spending. 

U.S. Gross Domestic Product fell by 1 percent in the second quarter. This is a substantial improvement over the first quarter, when GDP fell by 6.4 percent, and the fourth quarter‘s decline of 5.4 percent. [image: image1.jpg]Newsletter B




Various forward-looking forecasts for the direction of the economy also are indicating a move to the upside. The Index of Leading Economic Indicators for July rose by 0.6 percent, following gains of 0.8 percent, 1.2 percent and 1.1 percent during the prior three months. 
The release of the August retail sales numbers, surely in combination with other economic data, led Federal Reserve Chairmen Bernanke to state on September 15, 2009 that from a technical perspective, the "recession is very likely over at this point." 

Retail Sales 
In August 2009, top line retail sales grew by 2.7 percent during the month.  Sales of autos raced ahead by 10.6 percent as the cash-for-clunkers program succeeded in producing the desired result. Excluding auto and gas sales, retail sales were still up a respectable 0.6 percent in August. 
PRI’s outlook for retail sales, as income growth and employment gains remain slow in materializing is, at best, to reach a level of moderate recovery. High levels of household debt, tight credit conditions, and reduced household wealth are additional factors that will play a role in holding back consumer spending. 

Whether we will see a rebound in consumer spending, or the recent economic meltdown will result in a fundamental shift in consumer spending, remains to be seen. In the fourth quarter 2008 edition of the Journal of Retail Analytics, PRI suggested a structural shift in consumer spending of perhaps -$400 billion in the future will have a major impact on the retail landscape. Easy credit, rising home and equity values, and stable employment, among other things, led consumer spending to ratchet up at unprecedented levels over the past 30 or so years. This is no longer sustainable, and today these trends are reversing themselves. Increasing savings of income, rather then spending, will exert a heavy toll on consumption, as consumers pay down debt and repair personal balance sheets. 
More likely, this reduction in consumer spending will be closer to 4 per-cent of GDP. Consumers will be psychologically impaired by the recent economic upheaval. As the generation that lived through the depression was very conservative in its spending, members of the generation entering into their retirement years will be similarly tight with their wallets. 
For the complete retail economic summary, visit www.plattretailinstitute.org
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