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Data Release: Economic growth slows, but consumer spending heats up 

 Real GDP increased by an annualized 2.6% in the fourth quarter of 2014, or just about half the pace of the 
previous quarter and well below expectations for a 3.0% advance. For the year as a whole, real GDP 
advanced by 2.4%.    

 Consumption growth accelerated to 4.3% during the quarter, contributing a whopping 2.9% to the headline 
number, as spending on services and nondurable goods rose robustly.  

 Residential investment picked up slightly, advancing by 4.1% during the quarter on slightly improved housing 
starts and home sales. 

 Nonresidential investment disappointed, slowing from 8.9% in Q3 to just 1.9% in Q4, as sharp declines in 
industrial and transportation goods dragged down equipment investment. Investment in inventories increased, 
contributing 0.8% to growth as businesses added $126.9 billion worth of goods to inventories.  

 Net trade was a substantial drag on growth during the quarter, subtracting 1 percentage point from the 
headline, as import growth (8.9%) outpaced the sluggish gain in exports (2.8%). Government also subtracted 
from economic activity in the quarter, as a decline in defense spending more than outweighed the muted gains 
in nondefense and state & local spending. 

 The GDP price index remained flat during the quarter largely due to the falling oil prices and higher dollar. 
Core PCE inflation, which strips out energy and food prices, rose by a 1.1% annualized during the quarter.  

Key Implications 

 While the headline disappointed, the details of the report were far more uplifting.  
 For one, consumption grew by its fastest pace in nearly nine years (since the first quarter of 2006) with the 

broad gains across spending categories. The increase in purchasing power that the Fed alluded to in their 
recent statement, stemming from falling energy prices, appears to be materializing. This trend, alongside 
improving income gains, (the Employment Cost Index showed private salaries accelerating to 2.3% year-over-
year in the fourth quarter), should allow the consumer to continue to drive economic growth in 2015 and 

beyond.   
 Another reason to be hopeful stems from the fact that GDP has in the past tended to be revised up in 

subsequent readings. The advance estimate is based on incomplete data for the quarter, and while the 
pullback in business investment and drag from net exports is a concern, especially in light of slowing energy 
sector spending and lukewarm global growth, their degree may yet be made smaller by subsequent revisions.  

 The bottom line is that while the headline looks disappointing and risks to the outlook remain, we are 
encouraged by the strong showing by the consumer during the last quarter of 2014. Carrying the economic 
recovery in 2015 will increasingly fall on the consumers shoulders'. With oil prices likely to remain low, 
mortgage rates nearing mid-2013 levels, and a labor market that's just churned out the most jobs in over a 
decade, we believe the American consumer is up to the challenge.  
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