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Real GDP (08Q2 advance)

e Real GDP increased 1.9% in the second quarter, while there were downward revisions to growth in the prior
two quarters. Notably, real GDP growth in the fourth quarter of last year is now reported at -0.2% versus
+0.6%. The increase was below expectations and, from a conventional accounting perspective, the weaker
growth was a product of a much larger-than-expected drawdown in inventories, which subtracted 1.9% points

from real GDP growth.

e The GDP deflator rose only 1.1%, which was below consensus expectations, although the deflator for gross
domestic purchases surged 4.3%. The difference between the two was accounted for by a 28.6% surge in
import prices, which subtracted from the GDP deflator. The Fed’s preferred inflation measure, core PCE
prices, rose 2.1% in the second quarter and has been revised upwards in prior quarters. The four-quarter
inflation rate in this measure has now run at 2.2% for three consecutive quarters.

e Nominal GDP growth was a mere 3.0% and has grown by only 3.8% over the last year.
e  Consumer spending grew at only 1.5% in real terms in the quarter despite an 11.3% jump in real disposable

income, which was fueled by tax rebates. Business investment rose 2.3%, which residential investment fell
15.6%, subtracting 0.6% points from growth. The narrowing in the real trade gap added 2.4% points to GDP.
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BOTTOM LINE: From our perspective this is a weak report. The inventory and trade swings largely canceled
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each other out and our focus is on the weak growth in nominal spending at a time of rising inflation pressures. With

the decline in real GDP in the fourth quarter, GDP now has a more recessionary feel.
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