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Data Release: American economy surprised expectations in the third quarter, growing by a better-than-
first-estimated 3.9%  

 Real GDP growth was revised up to 3.9% (annualized) in the third quarter, from an initial estimate of 3.5%. 
The reading blew the consensus estimate for a downward revision to 3.3% out of the water. The average 
pace of growth over the second and third quarters of 4.2% (following the contraction in Q1) is the strongest 
of the recovery to-date. 

 Upward revisions were found in consumer spending (+2.2% from +1.8%), fixed investment (+6.2% from 
+4.7%), and inventories (which still subtracted 0.1 percentage points from GDP, but up from previous 
estimate of -0.6pp). 

 Downward revisions were to net-exports, with exports rising by 4.9% (down from 7.8%), and imports falling 
0.7% (from a previous estimate of -1.7%), as well as government spending (+4.2% from +4.6%) as state 
and local government spending were weaker than previously estimated. 

 Corporate profits rose 2.1% (non-annualized) in the third quarter (the BEA's first estimate). Domestic 
industry profits led the way, up 2.5%. Profits from the rest of the world rose 0.3%. 

Key Implications 

 The revisions to GDP growth were in keeping with the theme of our U.S. outlook – more domestic demand, 
but less support from international trade. With a strengthening dollar, falling oil prices and low interest 
rates, this pattern is likely to continue.  

 The one fly in the ointment is the size of the upward revision to inventories. This is unlikely to persist, with 
the give back likely to somewhat drag down growth in the fourth quarter.  

 The burst in defense spending (+16%) is also likely to reverse in the quarters ahead, leading overall 
government spending to subtract from GDP growth. Beyond this however, the prospects for government 
spending have greatly improved. State and local governments are now adding jobs and are likely to raise 
spending (albeit modestly) over the coming years. 

 The bottom line is that the U.S. recovery is firmly on track. Driven by strengthening consumer spending and 
business investment, domestic demand is likely to accelerate to above 3.0% over the next year. While net-
exports will subtract from growth, it will not be enough to prevent the economy from accelerating. This is all 
the impetus the Fed needs to begin moving rates higher. 
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