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WHERE’S THE INCREMENTAL CONSUMER
SPENDING FROM LOWER ENERGY PRICES?

Oil Price Plunge and Consumption Patterns
In the first quarter, retail gasoline prices
plunged roughly 60 cents a gallon,
resulting in a $77 billion annualized drop
(or savings) in the consumer’s aggregate
gasoline bill (Display 1). This major
curtailment to the first quarter’s consumer
gasoline bill follows a $35 billion annualized
drop in 4Q 2014—bringing the total
two-quarter savings to more than $110
billion on an annualized basis.

Even so, 1Q 2015 real consumer spending
only advanced 1.9% (annualized) versus
the fourth quarter’s relatively strong 4.4%
annualized gain (Display 2). At first glance,
the preliminary spending data for the first
quarter creates the impression that
consumers are more inclined to save rather
than spend the energy windfall.

First-Quarter Data Based on Some Facts,
Some Guesses
But let’s take a closer look at how con-
sumer spending statistics are estimated
and reported.

First, consumer spending data on goods,
which account for one-third of overall
consumer spending, are based on retail
sales figures reported by the US Census

Bureau. Spending on consumer services,
which makes up the other two-thirds, is
based on very limited information, with
over half of the estimates based on
“guesstimates.” More complete data
(although not final) on consumer services
will not be available until mid-June.

Second, the consumption data in the gross
domestic product (GDP) reports are shown
in annualized rates. Thus, the annualized
drop in the consumer’s gasoline bill—in
excess of $110 billion over the past two
quarters—reflects the change from what
consumers had spent on gasoline prior to
the drop in energy prices. More importantly,
it offers a gauge of what consumers
potentially could save over a 12-month
period on present prices and gasoline
usage. Consumers have not fully realized
these “annual” savings. In reality, they
would do so only if retail gasoline prices
and gasoline consumption patterns remain
at the 4Q 2014 and 1Q 2015 average
levels for the full 12-month period.

Thus, since the entire annual benefit from
a sharp drop in gasoline prices has not
been fully realized, it’s too early to assess
the consumer spending impulse from the
drop in energy prices.

With only a modest gain in real consumer spending for the first
quarter, many analysts are now questioning just how much of a lift
will come from lower energy prices. We see the decline in oil prices
as an accumulating benefit to consumer cash flow that will be visible
in spending patterns over time. But beyond that, the benefits of
lower oil prices carry important compositional shifts as well.

+ Joseph G. Carson, US Economist and Director—Global Economic Research, joe.carson@abglobal.com
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…Did Not Result in Spending Surge

Real Personal Consumption Expenditures
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Display 1
Big Drop in Gasoline Bill in 1Q…

Change in Consumer Spending on
Gasoline and Other Energy Goods
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The Accumulating Benefit of
Lower Gas Prices
In essence, the reality of lower gasoline
prices is an accumulating benefit to
consumer cash flow—seen each day of
each week when people spend less at the
gas pump. Also, although weather effects
are hard to quantify, 1Q 2014 consumption
patterns were hit hard by the long string of
inclement weather that stung the Northeast
and Midwest during the period.

Yet, the impact from lower gasoline prices
is seen not only in aggregate spending, but
also visible in the compositional shifts in
spending patterns. For example, lower
gasoline prices dampen both the need and
the appeal of gas-saving vehicles (such as
hybrids and small vehicles) while increasing
the attractiveness and appeal of larger
vehicles. That’s especially the case for
light-duty trucks, which offer considerably
more space. In other words, the weekly
maintenance costs of a larger vehicle drop
dramatically as gasoline prices fall,
encouraging consumers to trade up.

And trade up they did. During the first four
months of 2015, light-duty truck sales
averaged 9.3 million (annualized). This is
up from the 8.7 million selling rate of 2014

and accounts for 56% of total vehicle
sales. Both the selling rate and the market
share were the highest since 2004–2005.
It’s worth noting that the average con-
sumer expenditure for a light-duty truck is
approximately $10,000 more per vehicle
than it is for a car.

Consumers on the Move
The large price drop for gasoline also
enables consumers to be more mobile,
while freeing up cash flow for other
outlays. Preliminary data show that miles
driven in the first quarter are the highest
on record—increasing close to 4% from
year-ago levels. At the same time, con-
sumers are eating out more regularly.
Consumer spending at eating and drinking
establishments rose 8.4% in 1Q versus
year-ago levels (Display 3), which is the
strongest annual growth rate in 25 years.
And, according to the US Census Bureau
report on retail sales, the 1Q sales at
eating and drinking establishments
exceeded sales at grocery stores for the
first time since the bureau began collecting
this data in 1992.

From all this, we think it’s too early to draw
any firm conclusions about the scale of the
spending impulse from the drop in energy

prices. Also, assessing the spending
impact is much more complex than just
looking at growth rates in spending, since
there are compositional shifts underway as
well. n
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A More Mobile Consumer Eats Out
More

Consumer Spending at Eating and
Drinking Establishments
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