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Timing Is Everything: Tax Refunds & Q1 Consumer Spending
With individual tax filing season mostly complete, the number of refunds issued and the average refund size
were down modestly compared to last year. A slow start, however, may have impacted Q1 consumption.
Was the Noisy Q1 Consumption Data Tax-Related?
Back in late February, we wrote a report on the federal tax filing season and
its implications for the near-term economic outlook. At the time, through
February 15 (the latest data available at that point) the total dollar amount
of refunds issued was down a significant 38.8%, and the average refund size
was down about 17%. We noted that the data were likely overstating the pace
of decline, and that the following weeks could see a period of catch up.
More than two months later, about 90% of returns have been filed and
processed. Despite concerns that people were either intentionally or
unintentionally underwitheld, the data suggest that, in the aggregate,
withholding was about right (top table). The percent of filers getting a refund
fell, but only about half a percentage point, to 74.5% from 75.1%. Average
refund size was also down, but again the decline was a relatively modest
1.5%. In the aggregate, $270 billion in refunds was issued, down about 2%
compared to last year.
Note that these are aggregate numbers and could mask shifting patterns
within the distribution. For example, taxpayers particularly hurt by the
limitations on certain deductions, such as the state & local tax deduction or
the mortgage interest deduction, may still have felt the pain this tax filing
season. Although we will not have more granular data to confirm this for
some time, some preliminary data do suggest there could be some truth to
this story: non-withheld individual income tax receipts rose 10.6% in April
on a year-over-year basis.
Conversely, it does appear the Child Tax Credit expansion we discussed in
the original piece played an important role in the catch up that began at the
end of February and carried into March. The timing of the catch up lined up
with what we laid out originally, and April budget data released this week
showed outlays for the refundable portion of the earned income and child
tax credits are up 9% this fiscal year. Thus, there were likely quite a few
taxpayers that saw significantly larger refunds compared to last year.
Did the extremely slow start to the filing season have an impact on consumer
spending? It is hard to say for sure, but we suspect it may have played a role.
The unusual decline in consumer spending in December and corresponding
bounce back in January seems unrelated to tax refunds. On average, these
two months only account for about 2% of the year’s refunds (middle chart).
February and March, on the other hand, usually account for about 60% of
the year’s refunds. Real personal spending growth was flat in February but
then came roaring back in March, rising 0.7% over the month, the strongest
monthly reading in two years (bottom chart). This is consistent with the
initial weak start and subsequent rebound. Through the noise, real consumer
spending is up a solid 2.7% year-over-year through March, and recent job
and income gains should be supportive of continued consumer spending
growth in Q2.

Individual Income Tax Returns
2018

2019

Total Returns
Received

139.9M

139.4M

↓-0.4%

Total Returns
Processed

132.6M

132.8M

↑0.2%

Average Refund

$2,771

$2,729

↓-1.5%

$275.7B

$270.0B

↓-2.1%

Total Refunds
Issued
Percent Getting
Refund

75.1%

74.5%

↓-0.6

Filing Season through 4/26/2019

Average Individual Tax Refunds Since 2013
Billions of USD

$125

$125

$100

$100

$75

$75

$50

$50

$25

$25

$0

$0
Jan

Feb

Mar

Apr

May

Jun

Jul

Aug

Sep

Oct

Nov

Dec

Real Consumer Spending
Month-over-Month Percent Change
1.0%

1.0%

0.5%

0.5%

0.0%

0.0%

-0.5%

-0.5%

Real Spending: Mar @ 0.7%
-1.0%

-1.0%
07

08

09

10

11

12

Source: Internal Revenue Service, U.S. Department of Commerce and Wells Fargo Securities

13

14

15

16

17

18

19

Wells Fargo Securities Economics Group
Jay H. Bryson, Ph.D.

Global Economist

(704) 410-3274

jay.bryson@wellsfargo.com

Mark Vitner

Senior Economist

(704) 410-3277

mark.vitner@wellsfargo.com

Sam Bullard

Senior Economist

(704) 410-3280

sam.bullard@wellsfargo.com

Nick Bennenbroek

Macro Strategist

(212) 214-5636

nicholas.bennenbroek@wellsfargo.com

Tim Quinlan

Senior Economist

(704) 410-3283

tim.quinlan@wellsfargo.com

Azhar Iqbal

Econometrician

(212) 214-2029

azhar.iqbal@wellsfargo.com

Sarah House

Senior Economist

(704) 410-3282

sarah.house@wellsfargo.com

Charlie Dougherty

Economist

(704) 410-6542

charles.dougherty@wellsfargo.com

Erik Nelson

Macro Strategist

(212) 214-5652

erik.f.nelson@wellsfargo.com

Michael Pugliese

Economist

(212) 214-5058

michael.d.pugliese@wellsfargo.com

Brendan McKenna

Macro Strategist

(212) 214-5637

brendan.mckenna@wellsfargo.com

Shannon Seery

Economic Analyst

(704) 410-1681

shannon.seery@wellsfargo.com

Matthew Honnold

Economic Analyst

(704) 410-3059

matthew.honnold@wellsfargo.com

Dawne Howes

Administrative Assistant

(704) 410-3272

dawne.howes@wellsfargo.com

Wells Fargo Securities Economics Group publications are produced by Wells Fargo Securities, LLC, a U.S. broker-dealer registered with the
U.S. Securities and Exchange Commission, the Financial Industry Regulatory Authority, and the Securities Investor Protection Corp.
Wells Fargo Securities, LLC, distributes these publications directly and through subsidiaries including, but not limited to,
Wells Fargo & Company, Wells Fargo Bank N.A., Wells Fargo Clearing Services, LLC, Wells Fargo Securities International Limited,
Wells Fargo Securities Canada, Ltd., Wells Fargo Securities Asia Limited and Wells Fargo Securities (Japan) Co. Limited.
Wells Fargo Securities, LLC. is registered with the Commodities Futures Trading Commission as a futures commission merchant and is a
member in good standing of the National Futures Association. Wells Fargo Bank, N.A. is registered with the Commodities Futures Trading
Commission as a swap dealer and is a member in good standing of the National Futures Association. Wells Fargo Securities, LLC. and
Wells Fargo Bank, N.A. are generally engaged in the trading of futures and derivative products, any of which may be discussed within this
publication. Wells Fargo Securities, LLC does not compensate its research analysts based on specific investment banking transactions.
Wells Fargo Securities, LLC’s research analysts receive compensation that is based upon and impacted by the overall profitability and
revenue of the firm which includes, but is not limited to investment banking revenue. The information and opinions herein are for general
information use only. Wells Fargo Securities, LLC does not guarantee their accuracy or completeness, nor does Wells Fargo Securities, LLC
assume any liability for any loss that may result from the reliance by any person upon any such information or opinions. Such information
and opinions are subject to change without notice, are for general information only and are not intended as an offer or solicitation with
respect to the purchase or sales of any security or as personalized investment advice. Wells Fargo Securities, LLC is a separate legal entity
and distinct from affiliated banks and is a wholly owned subsidiary of Wells Fargo & Company © 2019 Wells Fargo Securities, LLC.
Important Information for Non-U.S. Recipients
For recipients in the EEA, this report is distributed by Wells Fargo Securities International Limited ("WFSIL"). WFSIL is a U.K. incorporated
investment firm authorized and regulated by the Financial Conduct Authority. For the purposes of Section 21 of the UK Financial Services
and Markets Act 2000 (“the Act”), the content of this report has been approved by WFSIL, an authorized person under the Act. WFSIL does
not deal with retail clients as defined in the Directive 2014/65/EU (“MiFID2”). The FCA rules made under the Financial Services and
Markets Act 2000 for the protection of retail clients will therefore not apply, nor will the Financial Services Compensation Scheme be
available. This report is not intended for, and should not be relied upon by, retail clients.

SECURITIES: NOT FDIC-INSURED/NOT BANK-GUARANTEED/MAY LOSE VALUE

