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Data Release: GDP revisions for Q1 make for a horrid headline number, but recovery remains intact 

 Growth in U.S. real GDP has been revised down from -1% (annualized) to a decline of 2.9%, or far 
below the -1.8% print that markets were expecting.    

 Most of the downward revision was related to weaker consumer spending, with personal consumption 
expenditures growth slowing to just 1.0% (previously reported as 3.1%) and shaving 1.4 percentage 
points off from the previous estimate. All three spending categories showed weaker momentum, with 
services undergoing the largest revision. Spending on services expanded by 1.5% (previously reported 
as 4.3%) as health care expenditures were slashed from growth of 9% to a small contraction.  

 Net-exports were behind the remainder of the downward revision, subtracting an additional 0.5 
percentage points more than previously thought. Exports of both goods and services were revised down 
to a decline of 8.9% (prev. -6%), while import growth was revised up from 0.7% to 1.8% during the 
quarter. 

 Revisions elsewhere balanced each other out, with slightly more fixed investment momentum offset by 
less inventory investment. Ditto for government spending, where a smallish downward revision to 
federal spending was offset by less drag from state & local government. 

 Corporate profits fell by 9.1% in the first quarter, their largest decline since 2008Q4, with financial profits 
down 15.1% and nonfinancial profits down 8% on the quarter. 

Key Implications 

 The downward revision was certainly expected given the weaker data that has come in since the 
second estimate, but its magnitude was a surprise.    

 Revisions were largely concentrated in the personal spending and international trade categories. Both 
of these were highly influenced by weather related factors, with estimates of the former also complicated 
by the implementation of the ACA. In the initial estimate of real GDP growth, consumption over the 
quarter was underpinned largely by health care spending and utilities (on account of a cold winter). In 
retrospect, health care spending was severely overestimated from the start giving a false sense of 
momentum in consumption. 

 Perhaps the most apparent implication of today's report will manifest itself in the annual growth figure for 
2014. Another sub-2% growth year for the economy is now likely, despite the expected rapid 
acceleration this quarter and beyond. So far, data are showing a substantial pick-up in momentum. We 
feel this will continue and expect growth to average over 3% in the coming quarters.  
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