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THOUGHTS FROM OUR ECONOMICS TEAM

GDP TO THE FOUR
Data released today showed the US economy grew 4% at a quarterly 
annualized rate in the second quarter. Apart from the attractive 
headline—the third best print since the end of the 2007 recession—
the underlying elements and a broader context suggest that US 
economic activity remains much as it has been: moderate at best.

Booming inventory accumulation and strong consumption accounted 
for most of the 3.95% gross domestic product (GDP) growth. Fixed 
business investment returned to healthier levels, contributing 0.91% 
to headline growth. The public sector offered 30 basis points worth of 
growth during the quarter, even as Federal government expenditures 
contracted. Thankfully, the benchmark revisions released as a part of 
this report hardly altered our understanding of economic performance 
since 2011: in total, the average growth rate was revised down to 
2%, from 2.2% previously.

The most important number following today’s report, though, is 
0.92%. 0.92%, What? That is the average growth rate of the US 
economy during the first half of the year. It is not impressive. That said, 
most forecasts envision a pick-up over the second half of the year, as 
the housing market stabilizes, government spending accelerates and 

the private sector ratchets up investment. Among those expecting a 
boost are the members of the FOMC, a group which has collectively 
penciled in 2.2% year-over-year growth expectations for 2014. To 
reach the lower bound of their forecasts, the economy would need 
to average 3.3% quarterly annualized growth in the H2—not 
impossible, but improbable (see chart below).

In our view, GDP growth for 2014 will come in slightly under the 
FOMC’s expectations. With payrolls growing consistently at roughly 
2% year-over-year and with US leading indicators pointing neither 
toward recession or acceleration, we feel no need to get fancy. In 
that context, today’s news did not change the FOMC’s mind about 
the timing of the first rate hike or the underlying trend in economic 
activity. As Janet Yellen has said, “Although the economy continues 
to improve, the recovery is not yet complete.” In particular, the Fed 
seeks more improvement on the labor market front. The release of the 
FOMC statement today confirmed this sentiment. The third sentence 
of the statement read: “a range of labor market indicators suggests 
that there remains significant underutilization of labor resources.” 
Amid the noise of economic data, focus on the slack in the labor 
market. For that, and that alone, guides Janet Yellen—for now.
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IN ORDER TO HIT THE FOMC’S GROWTH FORECAST, US GDP GROWTH WILL HAVE TO AVERAGE 3.3% QoQ ANNUALIZED
OVER THE REMAINDER OF 2014, IMPROBABLE BUT NOT IMPOSSIBLE
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