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GDP Growth: Details Provide a Mixed Picture of the Economy 

What you see depends on where you sit. This is certainly true of today’s 

GDP release.  Growth was up 1.9 percent, with positive contributions from 

personal consumption, equipment and residential investment.  Weakness 

was apparent for structures and in all three levels of government.  

As evident in the top graph, real domestic final sales appear to have settled 

in at around 2 percent growth for the past six quarters. This pattern sets an 

underlying forward momentum to the economy, although the pace of the 

gain remains subpar compared to earlier economic recoveries. Over the 

same period, consumer spending gains have come in at a steady 

2.0 percent, suggesting that the consumer has become comfortable with the 

current pace of job and income gains. Disposable personal income grew 

2.9 percent in the first quarter after a gain of 3.7 percent for all of 2011.   

Equipment & Software Slowdown: Negative Signal 

Equipment & software spending growth has slowed (middle graph) 

noticeably over the last three quarters. The slowdown is consistent with the 

slowdown in nondefense capital goods orders, ex-aircraft, and reflects, in 

part, the reduction of the tax credit for investments. Meanwhile, it appears 

that many firms feel comfortable with the stock of capital goods relative to 

their expected pace of final sales, and so many firms do not see the need to 

add aggressively to their capital stock. The slowdown is reinforced by the 

slower pace of profit growth that is now apparent with today’s release.  

Meanwhile, spending on structures has clearly downshifted and now 

represents a drag on growth, compared to adding to growth in 2011. The 

shift appears driven by a decline in energy structures.   

Government spending, especially national defense, also subtracted from 

economic growth. The reason for the sharp decline is not clear but could 

reflect preparations for impending defense department cuts in 2013. 

Profits: Slower Gains Suggest Less Support for Capital and Jobs 

Going Forward 

Corporate profit growth has slowed to 6.5 percent compared to a year ago 

(bottom graph), suggesting slow business investment and job gains going 

forward. Profits from current production increased $11.4 billion in the first 

quarter after a gain of $16.8 billion in the fourth quarter and $32.5 billion 

in the third quarter. Domestic industry profits slowed for both financial and 

nonfinancial sectors.  

Profits provide the incentive to produce and are a signal that business 

operations are being successful. The slowdown in profits provides less 

incentive for businesses to expand production and thereby add new 

equipment and workers. Slower profit growth reinforces the message of 

weaker orders data and suggests an economy that is doing ok, not great. 

Real Domestic Final Sales
Bars = Compound Annual Rate     Line = Yr/Yr % Change
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Equipment & Software Spending 
Year-over-Year Percent Change and 3-Month Annual Rate
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Corporate Profits Growth
Year-over-Year Percent Change 
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Source: U.S. Department of Commerce and Wells Fargo Securities, LLC 
 

GDP: Moderate Growth with Mixed Details: Profits Slow 
First quarter GDP growth of 1.9 percent represents a moderate but subtrend pace of growth. The underlying 
details suggest a mix of pluses and minuses that produce a mixed picture of the economy.  

mailto:john.silvia@wellsfargo.com


 

Wells Fargo Securities, LLC Economics Group 

 

Diane Schumaker-Krieg Global Head of Research 
& Economics 

(704) 715-8437 
(212) 214-5070 

diane.schumaker@wellsfargo.com 

John E. Silvia, Ph.D. Chief Economist (704) 374-7034 john.silvia@wellsfargo.com  

Mark Vitner Senior Economist (704) 383-5635 mark.vitner@wellsfargo.com 

Jay Bryson, Ph.D. Global Economist (704) 383-3518 jay.bryson@wellsfargo.com 

Scott Anderson, Ph.D. Senior Economist (612) 667-9281 scott.a.anderson@wellsfargo.com 

Eugenio Aleman, Ph.D. Senior Economist (704) 715-0314 eugenio.j.aleman@wellsfargo.com 

Sam Bullard Senior Economist (704) 383-7372 sam.bullard@wellsfargo.com 

Anika Khan Senior Economist (704) 715-0575 anika.khan@wellsfargo.com 

Azhar Iqbal Econometrician (704) 383-6805 azhar.iqbal@wellsfargo.com 

Tim Quinlan Economist (704) 374-4407 tim.quinlan@wellsfargo.com 

Ed Kashmarek Economist  (612) 667-0479 ed.kashmarek@wellsfargo.com 

Michael A. Brown Economist (704) 715-0569 michael.a.brown@wellsfargo.com 

Joe Seydl Economic Analyst (704) 715-1488 joseph.seydl@wellsfargo.com 

Sarah Watt Economic Analyst (704) 374-7142 sarah.watt@wellsfargo.com 

Kaylyn Swankoski Economic Analyst (704) 715-0526 kaylyn.swankoski@wellsfargo.com 

 
 

Wells Fargo Securities Economics Group publications are produced by Wells Fargo Securities, LLC, a U.S broker-dealer registered 
with the U.S. Securities and Exchange Commission, the Financial Industry Regulatory Authority, and the Securities Investor 
Protection Corp. Wells Fargo Securities, LLC, distributes these publications directly and through subsidiaries including, but not 
limited to, Wells Fargo & Company, Wells Fargo Bank N.A., Wells Fargo Advisors, LLC, Wells Fargo Securities International Limited, 
Wells Fargo Securities Asia Limited and Wells Fargo Securities (Japan) Co. Limited. The information and opinions herein are for 
general information use only. Wells Fargo Securities, LLC does not guarantee their accuracy or completeness, nor does Wells Fargo 
Securities, LLC assume any liability for any loss that may result from the reliance by any person upon any such information or 
opinions. Such information and opinions are subject to change without notice, are for general information only and are not intended 
as an offer or solicitation with respect to the purchase or sales of any security or as personalized investment advice. Wells Fargo 
Securities, LLC is a separate legal entity and distinct from affiliated banks and is a wholly owned subsidiary of Wells Fargo & 
Company © 2012 Wells Fargo Securities, LLC. 

Important Information for Non-U.S. Recipients 
  
For recipients in the EEA, this report is distributed by Wells Fargo Securities International Limited (“WFSIL”).  WFSIL is a U.K. 
incorporated investment firm authorized and regulated by the Financial Services Authority.  The content of this report has been 
approved by WFSIL a regulated person under the Act.  WFSIL does not deal with retail clients as defined in the Markets in Financial 
Instruments Directive 2007.  The FSA rules made under the Financial Services and Markets Act 2000 for the protection of retail 
clients will therefore not apply, not will the Financial Services Compensation Scheme be available.  This report is not intended for, 
and should not be relied upon by, retail clients.   This document and any other materials accompanying this document (collectively, 
the “Materials”) are provided for general informational purposes only.   

 
 
 

 
 

SECURITIES: NOT FDIC-INSURED/NOT BANK-GUARANTEED/MAY LOSE VALUE 


