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Data Release: U.S. economy bounces back with 4.0% growth in Q2 

 Real GDP rose by a greater-than-expected 4.0% (annualized) in the second quarter, from an upwardly-
revised pace of -2.1% in the first quarter (revised from -2.9%). 

 Despite the better near-term growth picture, annual benchmark revisions reduced the level of GDP by 0.3% 
from the previously estimated level. On an annual basis, real GDP growth in 2011 was revised down to 
1.6% (from 1.8%), 2012 was revised down to 2.3% (from 2.8%), but 2013 was revised up to 2.2% (from 
1.9%).  

 After a weak performance in the first quarter, domestic demand – spending by American consumers, 
businesses, and governments – rebounded in the second quarter to +2.8% (from +0.7% in Q1), the 
strongest growth since the third quarter of 2011. Consumer spending growth rose to 2.5% (up from 1.2%), 
non-residential fixed investment accelerated to 5.5% (from 1.7% in Q1), and, after two quarters of 
subtracting from growth, residential investment turned positive, growing by 7.5% (from -5.3% in Q1). 
Finally, the tide appears to have turned for government spending, which grew by 1.6%, led by a 3.1% gain 
in spending at state and local governments.  

 Inventory investment also turned around soundly. After subtracting 1.2 percentage points (pp) from growth 
in Q1, inventories added 1.7 pp to growth in Q2. 

 The one continued source of drag on economic growth is net-trade, which subtracted 0.6 pp from growth, 
following a 1.7 pp hit in Q1. While exports rebounded in the second quarter (+9.5% from -9.2%), imports 
were up an even stronger 11.7% (from +2.2% in Q1). This is one area of the report where the advanced 
estimate is the most-like guesswork and if recent history is a guide, could be a source of further revisions.  

 Inflation as measured by the nominal GDP deflator reached 2.0% (annualized Q/Q). Consumption prices 
(as measured by the PCE deflator) were up 2.3 % (annualized Q/Q), the strongest quarterly growth in three 
years. 

Key Implications 

 All else constant, the downward revisions to the level of GDP imply a modestly higher level of economic 
slack than previously thought. However, the revisions are back loaded and offset by the greater growth 
momentum in 2013 (which grew 3.1% on a Q4/Q4 basis) and in the first half of 2014.  

 The decline in first quarter GDP is still a bit of a mystery and at odds with the improvement in the labor 
market. Still, a now-smaller decline and a stronger-than-expected bounce back should assuage fears that it 
is anything but a one off event.  

 This report serves to reinforce our view on the prospects for U.S. economic growth. The general theme of 
the report – strengthening domestic demand across sectors, offset by a generally weak external 
environment – is likely to remain the story over the remainder of this year. 
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