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HR Ratings comments the relatively weak retail sales and food
services report for December and the implications that it might have
for 4Q19 personal consumer expenditures

The recently published retail sales and food services report for December suggests that the
modest growth seen in personal goods consumer expenditures since late summer likely
persisted through the fourth quarter. Retail and food services sales excluding food, gasoline
stations and motor vehicles and parts dealers (roughly 60% of the total) declined 0.28% on
an annualized basis in 4Q19 vs. 3Q19. The modest strength in total sales came from
gasoline stations and motor vehicle dealers with annualized increases of 13.2%! and
6.48%, respectively.

With the inflation driven increase for gasoline stations, the major sales categories showed
smaller nominal annualized increases during the 4Q vs. the strong growth int the 3Q (Table
1). Thus, for total retail and foods services sales the advance of 2.16% reflects less growth
than the 5.71% observed in the third quarter. As we show in Graph 3, sales growth appears
to have halted after the strong 3Q19 performance

Table 1: Seasonally Adjusted Monthly Retail Sales in Billions of USD (3MMA)

Change vs. prior
Annual quarter*
change
Sales Category Dec-18 Sep-19 Dec-19 Sep-19 Dec-19
Total Retail and Food Services 507 525 528 4.09% 5.71% 2.16%
Food Senices 62 65 65 4.84% 7.63% 0.09%
Gasoline Stations 43 43 44 2.41% -3.56% 13.22%
Motor Vehicles and Parts Dealers 102 105 107 5.32% 6.94% 6.48%
Other Sales 300 312 312 3.75% 6.24% -0.28%

Source: HR Ratings with data fromthe U.S. Census Bureau, retrieved from FRED, Federal Reserve Bank of St. Louis.
Seasonally adjusted data in nominal terms. *Annualized change vs. immediately prior quarter.

In Table 2 we show the trailing twelve-month (LTM) changes in sales for the years 2017-
2019. Except for motor vehicle dealers, nominal growth in 2019 is below that of 2018.

Table 2: Retail and foods services sales in billions of USD (LTM)

Nominal Seasonally Adjusted Annual change
Sales Category Dec-17 Dec-18 Dec-19 Dec-18 Dec-19
Total Retail and Food Services 5,747 6,024 6,238 4.83% 3.55%
Food Senices 694 738 770 6.29% 4.32%
Gasoline Stations 454 512 514 12.60% 0.55%
Motor Vehicles and Parts Dealers 1,177 1,204 1,252 2.29% 3.98%
Other Sales 3,421 3,571 3,702 4.37% 3.68%

Source: HR Ratings w ith data fromthe U.S. Census Bureau, retrieved from FRED, Federal Reserve Bank of St. Louis.

A major reason for the relevance of the retail sales report is as an indicator of the possible
evolution of personal consumer expenditures which are the largest single component of
GDP. Graph 1 below shows the relationship in terms of annual quarterly changes.

1 In real terms the increase does not appear to be that impressive. The CPI seasonally adjusted index for all types
of gasoline for all urban consumers increased at an annualized rate of 10.3% (based on trailing three-month moving
averages for each quarter). Thus, in real terms the quarterly annualized increase was near 2.6%.
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Specifically, we compare personal consumer goods expenditures with total retail and food
services, and total sales excluding food, gasoline and motor vehicle dealers. The graph
shows a relatively comparable evolution especially in the last few years. However, the
growth in consumer goods spending is consistently lower than that for total sales. The

consumer expenditure numbers are available only through November which makes the
retail report of special interest.

Graph 1: Anual change in Retail Sales and Personal Consumer Goods Expenditures (3MMA)
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Source: HR Ratings with data fromthe U.S. Census Bureau, BEA and FRED, Federal Reserve Bank of St. Louis.
Based on nominal seasonally adjusted data.

The graph shows that during much of 2018, sales growth was in a period of sustained
deceleration, although beginning at a relatively high rate of growth. In contrast, during 2019
growth rates rebounded and showed a relatively constant acceleration. But overall growth

levels were lower than those of 2018 producing the weaker full year growth seen in Table 2
above.

For its part, Graph 2 shows the quarterly evolution of the same sales and spending
categories shown in Graph 1; however, it does so on an annualized basis vs. the

immediately prior quarter and not on an annual basis vs. the same period for the previous
year as was the case for Table 1.

Graph 2 shows an initial surge in annualized growth from the negative levels reached in
early 2019. It then shows a decelerating rate of growth roughly beginning in the summer of
last year, albeit from a very strong level. That decelerating trend is what has been basis for
some fears that the economy is likely to experience more difficult times in 2020. The
deceleration (or the expectation of one) probably had a role in the Fed’s decision to make
three cuts to its reference rates during the year. The decline in sales growth for the series
that excludes three relevant categories (food, gasoline and auto) is especially marked (note

the trailing three-month numbers for November and December) as initially observed in the
-0.28% shown in Table 1.
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Graph 2: Retail Sales and Consumer Goods Spending annualized change (3MMA)
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Source: HR Ratings with data fromthe U.S. Census Bureau, BEA and FRED, Federal Reserve Bank of St. Louis.
Based on nominal seasonally adjusted data.

In Graph 3 we present the evolution of the same series, but in terms of their absolute levels.
In order to provide more comparability in the data we created indices with the base in the
last quarter of 2009. The slower growth of consumer goods spending is relatively clear.

Graph 3: Indexed Retail Sales and Consumer Goods Spending (SMMA)
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Source: HR Ratings w ith seasonally adjusted data from the U.S. Census Bureau, retrieved from FRED, Federal Reserve Bank of St. Louis.
Based on nominal seasonally adjusted data.

There are two relevant characteristics of the recent evolution of these variables that are
worth noting. The first is the slowdown that is clear toward the end of 2018 and which
extended into early 2019. This is especially relevant in appreciating the evolution of Graph
2 including the negative growth rates in 4Q18 and 1Q19 and the subsequent rapid rebound.
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Graph 3 also shows the slow growth in total sales and the virtual stagnation in other sales
category, (i.e., excluding the three categories previously mentioned). This dynamism
continued through December.

Given the relationship between consumer goods expenditures and sales, especially the
residual other sales category, we would expect that the declining rate of growth seen in
previous periods will continue through December.

With respect to personal consumer expenditures we need to note two points. First, in this
report we have focused on goods spending and not the larger services spending. In
annualized real quarter-over-quarter terms, services spending growth has been relatively
stable at roughly a modest 2.4%. In contrast, goods spending growth has been decelerating
rapidly (as we have been noting) and has been bringing overall consumer expenditure
growth down with it. This is seen in Graph 4.

Graph 4: Annualized quarterly change in real Personal Consumer Expenditures
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Source: HR Rating, with data from the BEA, converted into real USD. Three month moving averages.

A second point worth noting is that the retail sales data are in nominal terms. This is relevant
as recent consumer expenditure reports have shown deflation in goods expenditures. Thus,
real growth is stronger than nominal growth. This needs to be consider in evaluating the
real strength of the retail sales numbers. The relationship between nominal and real
consumer goods expenditures is seen in Graph 5.
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Graph 5: Annual Growth in Consumer Goods Expenditures (3mma)
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Source: HR Ratings with data from the BEA converted into real USD based on the 3MMA.

Hoja 5 de 7



credit Retail sales and consumer spending

Ralting 1 retail and foods services report for December
Agency United States of America
Economic Report January 23, 2020

HR Ratings Management Contacts

Chairman of the Board Vice President

Alberto I. Ramos +52 55 1500 3130 Anibal Habeica +52 55 1500 3130
alberto.ramos@hrratings.com anibal.habeica@hrratings.com
Chief Executive Officer

Fernando Montes de Oca +52 55 1500 3130
fernando.montesdeoca@hrratings.com

Chief Credit Officer Deputy Chief Credit Officer
Felix Boni +52 55 1500 3133 Pedro Latapi +52 55 8647 3845
felix.boni@hrratings.com pedro.latapi@hrratings.com
Public Finance / Infrastructure Corporates / ABS
Ricardo Gallegos +52 55 1500 3139 Hatsutaro Takahashi +52 55 1500 3146
ricardo.gallegos@hrratings.com hatsutaro.takahashi@hrratings.com
Roberto Ballinez +52 55 1500 3143 José Luis Cano +52 55 1500 0763
roberto.ballinez@hrratings.com joseluis.cano@hrratings.com
Financial Institutions / ABS Methodologies
Angel Garcia +52 55 1253 6549 Alfonso Sales +52 55 1500 3140
angel.garcia@hrratings.com alfonso.sales@hrratings.com

Chief Risk Officer Head Compliance Officer

Rogelio Arglelles +52 181 8187 9309 Rafael Colado +52 55 1500 3817
rogelio.arguelles@hrratings.com rafael.colado@hrratings.com

Business Development

Francisco Valle +52 55 1500 3134
francisco.valle@hrratings.com

Hoja 6 de 7



credit Retail sales and consumer spending

Ralting 1 retail and foods services report for December
Agency United States of America
Economic Report January 23, 2020

Mexico: Avenida Prolongacion Paseo de la Reforma #1015 torre A, piso 3, Col. Santa Fe, México, D.F., CP 01210, Tel 52 (55) 1500 3130.
United States: One World Trade Center, Suite 8500, New York, New York, ZIP Code 10007, Tel +1 (212) 220 5735.

*HR Ratings, LLC (HR Ratings), is a Credit Rating Agency registered by the Securities and Exchange Commission (SEC) as a Nationally Recognized Statistical
Rating Organization (NRSRO) for the assets of public finance, corporates and financial institutions as described in section 3 (a) (62) (A) and (B) subsection (i),
(iii) and (v) of the US Securities Exchange Act of 1934.

HR Ratings ratings and/or opinions are opinions of credit quality and/or regarding the ability of management to administer assets; or opinions regarding the efficacy of
activities to meet the nature or purpose of the business on the part of issuers, other entities or sectors, and are based exclusively on the characteristics of the entity, issuer
or operation, independent of any activity or business that exists between HR Ratings and the entity or issuer. The ratings and/or opinions assigned are issued on behalf of
HR Ratings, not of its management or technical staff, and do not constitute an investment recommendation to buy, sell, or hold any instrument nor to perform any business,
investment or other operation. The assigned ratings and/or opinions issued may be subject to updates at any time, in accordance with HR Ratings’ methodologies.

HR Ratings bases its ratings and/or opinions on information obtained from sources that are believed to be accurate and reliable. HR Ratings, however, does not validate,
guarantee or certify the accuracy, correctness or completeness of any information and is not responsible for any errors or omissions or for results obtained from the use of
such information. Most issuers of debt securities rated by HR Ratings have paid a fee for the credit rating based on the amount and type of debt issued. The degree of
creditworthiness of an issue or issuer, opinions regarding asset manager quality or ratings related to an entity’s performance of its business purpose are subject to change,
which can produce a rating upgrade or downgrade, without implying any responsibility for HR Ratings. The ratings issued by HR Ratings are assigned in an ethical manner,
in accordance with healthy market practices and in compliance with applicable regulations found on the www.hrratings.com rating agency webpage. There Code of Conduct,
HR Ratings’ rating methodologies, rating criteria and current ratings can also be found on the website.

Ratings and/or opinions assigned by HR Ratings are based on an analysis of the creditworthiness of an entity, issue or issuer, and do not necessarily imply a statistical
likelihood of default, HR Ratings defines as the inability or unwillingness to satisfy the contractually stipulated payment terms of an obligation, such that creditors and/or
bondholders are forced to take action in order to recover their investment or to restructure the debt due to a situation of stress faced by the debtor. Without disregard to the
aforementioned point, in order to validate our ratings, our methodologies consider stress scenarios as a complement to the analysis derived from a base case scenario. The
rating fee that HR Ratings receives from issuers generally ranges from US$1,000 to US$1,000,000 (or the foreign currency equivalent) per issue. In some instances, HR
Ratings will rate all or some of the issues of a particular issuer for an annual fee. It is estimated that the annual fees range from US$5,000 to US$2,000,00 (or the foreign
currency equivalent).
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