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US spending comes in stronger, but
challenges remain

August US nominal retail sales rose more strongly than anticipated, but
volume growth remains range-bound with consumers wary of potential
tariff-induced price hikes and broadening evidence of a cooling jobs
market

0 .6% August's increase in retail sales

Better than expected

August retail sales beat expectations

US retail sales were firmer than predicted for August, rising 0.6% month-on-month at the
headline level, while ex autos gained 0.7% MoM relative to 0.2% and 0.4% consensus forecasts
respectively. The control group, which excludes volatile components such as autos, gasoline,
food service and building materials, better tracks broader consumer spending trends and that
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rose 0.7% versus 0.4% predictions. In terms of components, non-store, so largely the internet,
posted a 2% MoM increase, with clothing up 1% and "eating/drinking out of home" gaining
0.7%. Furniture, health, general merchandise and miscellaneous all saw sales fall.

In the August jobs report, retail was one of the very few bright spots, posting job gains of
11,000 while the economy as a whole only saw 22,000 jobs added. At the same time, the
average weekly hours worked increased from 29.8 to 30.0 hours, so both metrics hinted at
some potential for strength. We need to remember that these numbers are nominal dollar
figures, so adjusting for inflation, the volume figures are up a more modest 0.2% MoM, but that
isn't bad and should further dampen any lingering thoughts that the Fed could cut rates 50bp
tomorrow. A 25bp cut remains our call. The chart below shows the level of nominal dollar retail
sales and the volume of retail sales and implies that retailer profits are being driven by price
increases rather than consumers physically buying more items.
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Cooling sentiment may constrain profit margins

Meanwhile, import prices ex petroleum rose 0.2% versus 0.1% predicted, but July's initial figure
of a 0.3% increase has been revised down to 0%. So very benign, but no evidence that
"foreigners will pay the tariffs" via cutting their prices. This suggests that those retailers'
margins are likely to come under pressure in the months ahead as corporates face the choice
of how much of the cost increase to absorb themselves and how much to pass onto
customers.

This is going to be difficult as weak consumer confidence suggests many households are
feeling some financial stress. Worries about tariff-induced price hikes squeezing spending
power are one factor, while concerns about the outlook for jobs and incomes is another that is
weighing on sentiment and could see spending growth slow back closer to just 1% annualised
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growth in the fourth quarter after the mini-revival in the third quarter post the 2 April
'Liberation Day' shock.

Industrial production held back by structural manufacturing
weakness

US industrial production has also beaten expectations for August, rising 0.1% versus forecasts
of a 0.1% drop. That said, there were some substantial downward revisions to the history with
output now reported as having dropped 0.4% in July versus the -0.1% outcome initially
printed. Manufacturing output increased 0.2% while utilities fell 2% and weak electricity
demand, while mining increased 0.9%. Manufacturing output is up 0.9% year-on-year despite
ongoing weakness in business surveys, such as the ISM, but to put it in context, manufacturing
output is still 7.5% below the peak level of output, which was all the way back in December
2007! Manufacturing now accounts for less than 10% of US economic output and only 8% of
jobs. In 1980, it accounted for 21% of all jobs. The chart below shows the level of
manufacturing, utility and mining output over the past 30 years - these are volumes, as
measured in GDP.
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Disclaimer
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misleading when published, but ING does not represent that it is accurate or complete. ING does not accept any liability for
any direct, indirect or consequential loss arising from any use of this publication. Unless otherwise stated, any views, forecasts,
or estimates are solely those of the author(s), as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.
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for the Financial Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In
the United Kingdom this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V.,
London Branch is authorised by the Prudential Regulation Authority and is subject to requlation by the Financial Conduct
Authority and limited regulation by the Prudential Regulation Authority. ING Bank N.V., London branch is registered in England
(Registration number BRO00341) at 8-10 Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this
report or effect transactions in any security discussed herein should contact ING Financial Markets LLC, which is a member of
the NYSE, FINRA and SIPC and part of ING, and which has accepted responsibility for the distribution of this report in the United
States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.
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