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Data Release: Economic growth slower than previously thought, but the details are better than the headline 

 According to the second estimate, real GDP advanced by 2.4% annualized in the fourth quarter of 2013, or 0.8 
percentage points lower than the advanced estimate released last month. The revised growth figure fell short of 
expectations for a deceleration to 2.5%.  

 The largest component of the revision (or 0.5pp) came from consumption, with PCE slowing from 3.3% to a still 
respectable 2.6% in the fourth quarter, as all spending categories were less supportive. Net exports accounted for 
the remainder of the downward revision (0.3pp), with December trade data coming in weaker than the BEA 
assumptions.  

 Remaining revisions largely balanced each other, with better non-residential fixed investment 7.3% (previously 
reported as 3.8%), offset by weaker inventory investment ($117bn vs. $127bn) and state & local spending (-0.5% 
vs. the 0.5% previously reported). 

 Nearly half of the revision was on the price side, with the GDP deflator revised up to 1.6% from 1.3%. Revisions 
to consumer prices were the main driver with the PCE deflator revised up by 0.3pp to 1.0% during the quarter. 

Key Implications 

 The 3%+ print was unlikely to be sustained given the revision to the phenomenal trade numbers. Still, at 9.4% 
according to the second reading, U.S. exports remained highly supportive to economic growth during the quarter. 
Coupled with only a slight uptick in imports, net trade accounted for a full percentage point of the 2.4% rise in 
economic output – the biggest boost in three years. This is not likely to persist with imports likely to rise as with 
higher consumption as inventories are drawn down. However, over the medium term, the trend of lower deficits 
due to increased energy production will continue to put downward pressure on imports, and coupled with 
increasingly competitive U.S. exports allow ongoing support from net trade. 

 The revision to the consumer side was also expected given the weaker core sales through December. But, the 
magnitude was larger than previously thought. Still, at 2.6%, the gain in consumption is the best reading in seven 
quarters. Consumption will likely remain somewhat constrained during the first quarter of 2014 given the 
abnormally severe and disruptive weather in January and February. However, we expect PCE to regain 
momentum in the remainder of the year, supported by increasing home prices, still low interest rates, and 
remaining pent-up demand. 

 Perhaps the brightest element of the report was the business investment profile. The volatile structures spending 
was little changed, but equipment spending was the highest in over two years, which leaves us hopeful that with 
diminished uncertainty out of Washington, increasingly supportive consumer spending, and an improving global 
backdrop, businesses will feel increasingly comfortable investing to take advantage of the expected uptick in 
demand.  
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