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Data Release: Economic acceleration theme solidifies as business investment picks up in Q2 

 Real GDP rose by an annualized 4.2% in the second quarter of 2014. The second reading beat market 
expectations for a slight downward revision to 3.9%. 

 The upward revision was driven mainly by stronger fixed business investment and net trade. Investment 
by businesses was faster than previously thought across all broad categories, with equipment spending 
rising 10.7% (prev. 7.0%), structures up 9.4% (prev. 5.3%) and intellectual property spending up 4.4% 
(prev. 3.5%). At the same time, exports were better than previously reported, advancing by 10.1% (prev. 
9.5%), while imports grew by a more muted 11.0% (prev. 11.7%).   

 The gains were only slightly offset by less investment in inventories with businesses increasing holdings 
of raw materials and unfinished products by $83.9 billion (prev. $93.4bn). Moreover, government 
consumption was revised lower across all levels, with total public sector consumption & investment up a 
more muted 1.4% (prev. 1.6%). Residential investment also grew slower than previously thought, 
advancing 7.2% (prev. 7.5%). 

 Personal consumption expenditure, or the largest component of spending, grew by an unchanged 2.5%. 
However, the underlying details were somewhat altered with slightly less goods spending (5.8% vs. 6.2% 
prev.) and more services spending (0.8% vs. 0.7% prev.) 

 Corporate profits advanced by 8.0% (after inventory and capital adjustment) led by domestic non-financial 
business profits, which rose 10.6%. Domestic financial profits were up a healthy 7.3%, while rest of world 
profits were up a more muted 1.2%. 

Key Implications 

 Today's report does not significantly alter our view of U.S. economic growth, which already called for a 
sustained acceleration from the Q1 malaise. However, the details offer confirmation that the acceleration 
remains on a solid footing.  

 Perhaps the most encouraging aspect of the revisions was the pick-up in fixed business investment, 
which at 8.4% was close to the fastest pace during this recovery. This corroborates the view that 
businesses are feeling more confident in the recovery, and anticipate the gains in consumer spending to 
persist.  

 At 2.5% annualized, the pace of spending by consumers may not be red-hot. However, with credit 
beginning to flow more freely alongside continuing improvement in labor markets, the pace should remain 
supported. An expected acceleration in wages over the medium term should solidify this notion.  

 Net trade was reportedly less of a drag for growth over Q2. However, given the expected robust pace of 
domestic spending (much of which is imported) alongside weak global demand (particularly out of 
Europe) we don't expect net exports to provide a meaningful boost to U.S. growth. In fact, it is the U.S. 
economy that is increasingly seen as the main driver of global demand, being one of the few fully 
functioning pistons in the global economic engine.  
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