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Retail sales buoy hopes of second quarter economic rebound

® Retail sales surge 1.3% higher in April, core
sales up 0.8%

® Markit PMI data also point to rising demand for
consumer services in April

® Second quarter GDP set to rebound, but worries
about over reliance on consumers persist

Hopes were raised for a second quarter rebound in the
US economy as retail sales smashed expectations in
April. Faster than expected sales growth and the
prospect of an overall pick-up in the second quarter will
further raise expectations of the Fed hiking interest
rates again in coming months. However, with signs of
the upturn remaining fragile, the chance of a June hike
still looks low.

Official data showed US retail sales surging 1.3% in
April, rebounding from a 0.3% decline in March. Core
sales were up 0.8%. Economists polled by Reuters
were anticipating a 0.8% sales upturn, with a 0.5% rise
in core sales.

After economic growth slowed to an annualised rate of
just 0.5% in the first quarter, analysts have been
looking for signs that the slowdown will prove
temporary. But gloom has descended after non-farm
payrolls rose much less than anticipated in April, a
160,000 rise contrasting with the consensus of a
202,000 increase.

However, the retail sales data add to the signal from
Markit's PMI surveys that the economy has picked up
pace again, albeit with big question marks hanging
over the robustness of growth.

The PMIs had accurately foretold the slowing in both
the GDP and non-farm payrolls reports, but have also
shown signs of growth picking up at the start of the

second quarter, linked to better service sector numbers.

In particular, the surveys show the domestic consumer
remaining an important growth driver in April, indicating
demand for consumer services rising sharply alongside
the upturn signalled by the official retail sales data.

Financial services firms also saw growth recover in
April after a torrid start to the year.
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Markit PMI surveys
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However, the PMI surveys point to an annualised pace
of economic growth of just 1.0% in April, a far cry from
the 2.2% second quarter growth expectations recorded
by the latest Reuters poll. The faster pace of service
sector expansion was in part countered by a near-
stagnation in manufacturing and deteriorating export
demand. Manufacturing reported its worst month since
the height of the financial crisis.

The latest upturn in sales growth also needs to be
treated with caution. The monthly data are often
volatile, and the timing of Easter may have
complicated monthly trends further. In the latest three
months, sales were up just 0.3% compared to the prior
three months (though core sales were 1.1% higher).

While the upturn in the retail sales trend is therefore
good news in terms of the pace of economic growth
lifting off its first quarter low, worries about the
robustness of growth and an over reliance on the
consumer persist.
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