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Data Release: American economy grows 3.5% in the third quarter as net-exports give a boost to U.S. growth. 
 

 Real GDP rose by 3.5% (annualized) in the third quarter, beating the consensus forecast for 3.0%. 
 

 Consumer spending rose 1.8% (slightly behind expectations for 1.9%). Spending on durables led the way, up 
7.2%, but was offset by weakness in non-durables and services, which grew by just 1.1% each.  
 

 The single largest source of growth in the quarter was net-exports, which added 1.3 percentage points to the 
total. Exports rose 7.8%, while imports fell 1.7%. 

 

 Fixed investment was fairly weak, up 4.7%. Investment growth was led by equipment at 7.2%. Intellectual 
property grew by 4.2%, structures by 3.8%, while residential investment inched up 1.8% in the quarter.  

 

 Government spending grew for the second straight quarter, rising by 4.6%.  The increase, however, was 
largely due to a surge in national defense spending, which jumped 16%. Federal non-defense spending grew 
0.5%, and state and local spending rose 1.3%. 

 Non-farm inventory investment subtracted 0.6 percentage points from GDP growth. Excluding inventories and 
net-exports, domestic demand was up 2.7%. 

 

 Inflation as measured by the price index for GDP rose just 1.3% (annualized) in the quarter. Consumption 
prices (as measured by the PCE deflator) were up 1.2% on a quarterly annualized basis, and 1.5% on a year-
over-year basis. 

 
Key Implications 
 

 This is an encouraging report, but there are some soft spots. Both consumer spending and investment growth 
remained weak, and continue to grow slower than their pre-recession average. Inflation is also virtually non-
existent.  

 

 The sources of growth in the third quarter are somewhat at odds with the pattern of global economic activity, 
with strength coming from net exports and weakness in domestic spending. This is unlikely to continue. The 
bounce back in net-trade follows two quarters in which imports exceeded exports. Going forward, the 
appreciation in the U.S. dollar and slow growth in Europe and Asia are likely to once again make trade a net-
drag on American economic growth. 
 

 The central question facing financial markets is how well the American economy can hold up while much of the 
rest of the world struggles and devalues. The Federal Reserve certainly thinks it will, judging by the hawkish 
tone of its recent interest rate announcement. As long as the improvement in job growth continues, a 
tightening labor market will lead to higher wages. Alongside falling energy prices, this will support strong real 
income growth and lead to faster consumer spending and therefore economic growth.  
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