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• Headline PCE inflation came in flat for the month of May and core PCE inflation eased. 

• Personal income posted a strong gain last month, while spending growth was more moderate, leading to an 
uptick in the savings rate.

• The heat in the economy still looks mainly to be in the service sector, as goods-producing industries contracted 
last quarter and goods prices continued to retreat in May.
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The past week had a relatively light data calendar for 
the U.S. economy, which continued on relative cruise 
control to gradually moderating economic growth and 
inflation. The current state of the economy was well sum-
marized by Federal Reserve Board Governor Bowman in 
her speech earlier this week, which emphasized that we 
have seen only modest progress on inflation in 2024, de-
spite moderating economic growth. The message holds 
true in the week’s data, which included an update on 
consumer prices and personal spending, as well as the 
revised reading on first-quarter GDP. 

Inflation – as measured by the personal consumption 
(PCE) deflator – continued to moderate in May, with the 
core PCE deflator posting a ‘soft’ gain of 0.1% m/m – 
down sharply from the 0.3% gain registered the month 
prior. The deceleration in price pressures was entirely 
driven by another month of declines in goods prices and 
a further slowing in non-housing services prices. More 
critically, the three-month trend eased to a five-month 
low of 2.7% (annualized). Fed Governor Bowman repeat-
ed earlier this week that inflation has been slow to come 
down and more progress towards 2% is needed to sup-
port rate cuts this year. This morning’s data showed an-
other (small) step in the right direction, though Fed offi-
cials will likely need to see at least another several ‘good’ 
inflation readings before having enough confidence to 
start dialing back the policy rate, 

On the spending side, the release of May’s data showed 
some retrenchment in the goods and services split, with 

goods leading personal spending growth after hav-
ing recorded declines in three of the four prior months. 
Overall, the softer gain in services spending implies our 
Q2 tracking for consumer spending is likely closer to 
1.5%, which is a bit lower than what was assumed in our 
updated forecast published earlier this week. 

The last big piece of data out this week was the third esti-
mate of first-quarter GDP. Usually, the 3rd estimate is not 
very exciting – after all, the first estimate was released 
two months ago, and revised minimally last month, only 
to be revised minimally again this week. Mostly old news, 
in that sense, but in the 3rd estimate we do get one new 
piece of data: the first look at GDP by industry for the 
quarter. Here, two observations quickly become clear – 
goods-producing industries contracted in the first quar-
ter following several quarters of high growth in 2023, 
and services-producing industries, which had been sup-
porting growth for over a year now, posted moderate 
growth relative to the last two quarters. The moderation 
of services growth coinciding with the downtrend in ser-
vices inflation is an encouraging combination. 

Next week, we will be closely following Chairman Pow-
ell’s words at the European Central Bank’s policy ex-
travaganza at Sintra for a better view of how the central 
bank is digesting the latest data. Markets and other ob-
servers will also be focused on next week’s jobs data for 
any signs that the cooling we have seen in spending and 
prices is spilling over to the labour market. 

Services Spending and Prices Starting to Settle

Vikram Rai, Senior Economist 
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Disclaimer
This report is provided by TD Economics.  It is for informational and educational purposes only as of the date of writing, and may not be appropriate for other purposes.  
The views and opinions expressed may change at any time based on market or other conditions and may not come to pass. This material is not intended to be relied 
upon as investment advice or recommendations, does not constitute a solicitation to buy or sell securities and should not be considered specific legal, investment or 
tax advice.  The report does not provide material information about the business and affairs of TD Bank Group and the members of TD Economics are not spokesper-
sons for TD Bank Group with respect to its business and affairs.  The information contained in this report has been drawn from sources believed to be reliable, but is 
not guaranteed to be accurate or complete.  This report contains economic analysis and views, including about future economic and financial markets performance.  
These are based on certain assumptions and other factors, and are subject to inherent risks and uncertainties.  The actual outcome may be materially different.  The 
Toronto-Dominion Bank and its affiliates and related entities that comprise the TD Bank Group are not liable for any errors or omissions in the information, analysis or 
views contained in this report, or for any loss or damage suffered.
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