
The emergence of the Delta variant in July caused consumers to tap the brakes on 
spending, but as the summer wore on, purchases apparently resumed. The advance 
retail sales report showed an unexpected +0.7% increase last month, well above the 
median Bloomberg forecast calling for a -0.7% decline. The miss was mitigated to a 
degree as the previously reported July number was revised downward from -1.1% 
to -1.8%. (The month-over-month gain always looks bigger when the base month 
weakens.)

The retail sales “control group,” a proxy for the consumption portion of the quarterly 
GDP calculation, was up +2.5% after a revised -1.9% drop in July. It still appears as 
though consumer purchases have slowed quarter-to-quarter, which will in turn affect 
GDP growth, but much improved August sales will push GDP forecasts higher. 

Spending was up in 10 of 13 categories last month. Included among the few poor 
performers were sales of vehicles and auto parts, which fell by -3.6%. The surprise 
here is that spending on autos wasn’t even weaker as implied by slumping unit sales 
numbers. Again, poor sales are the result of depleted dealer inventory, not a lack of 
demand. Eventually, this gets corrected. The question is how long it takes. 

Restaurant sales, the only service sector component included in the retail sales 
report, were unchanged in August. Delta concerns among diners seem to be the 
most commonly mentioned excuse, but insufficient restaurant staffing probably 
shares the blame. With new virus cases on the decline and federal unemployment 
benefits ending last week, expect restaurant sales to pick back up this fall. 

Some of the bigger contributors to last month’s overall sales gain include a +3.7% 
increase in furniture sales, a +2.1% rise in grocery store sales (as more Americans 
choose to dine-in last month) and a +3.5 increase in general merchandise sales. Sales 
at building materials stores rose by +0.9%, the first increase in four months. This may 
reflect the summer plunge in lumber prices, prompting homeowners to resurrect 
shelved improvement projects. 

There are several takeaways from this morning’s number. The first is that analysts 
continue to struggle mightily with their forecasts …so you can’t put too much stock 
in a single month’s number. Fed officials need to be reasonably sure of the trend 
before adjusting policy, so despite surprisingly solid August sales, the FOMC is likely 
to remain patient. The second is that retail sales growth had been negative two of the 
previous three months, so a bounce-back shouldn’t surprise. Thirdly, the enormous 
amount of cash rattling around continues to increase. The federal child tax credit 
kicked off in mid-July with the Treasury sending payments to parents of 60 million 
children 17-years old and under…just in time to spend on back-to-school gear. 

With new virus cases on the decline 
and federal unemployment benefits 
ending last week, expect restaurant 
sales to pick back up this fall.

The federal child tax credit kicked 
off in mid-July with the Treasury 
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Consumer Spending is Surprisingly Strong in the Final 
Month of the Second COVID Summer 
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The U.S. economy has clearly taken a breather in the third quarter, but appears 
poised to reaccelerate in final months of 2021…and the holiday spending season is 
shaping up to be merrier than its been in years. 

Bond prices are down a bit this morning, pushing yields slightly higher. Equities are 
down as well, which may seem counterintuitive after a strong spending number, but 
stock investors generally expect Fed officials to reel-in accommodation on signs that 
the economy is heating up. 

Market Indications as of 10:42 A.M. Central Time 
DOW Down 182 to 34,632 (HIGH: 35,625) 

NASDAQ Down 81 to 15,081 (HIGH: 15,374) 

S&P 500 Down 30 to 4,451 (HIGH: 4,537) 

1-Yr T-bill current yield 0.07%; opening yield 0.06%

2-Yr T-note current yield 0.22%; opening yield 0.21%

3-Yr T-note current yield 0.46%; opening yield 0.44%

5-Yr T-note current yield 0.83%; opening yield 0.80%

10-Yr T-note current yield 1.33%; opening yield 1.30%

30-Yr T-bond current yield 1.88%; opening yield 1.86%
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