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Q4 GDP — No Recession In Sight

Three months ago, we added up the majr components of
real GDP for the third quarfer and predicted a sohd anmmhzed
growth rafe of 3.5%. Instead, the advance report came m af
2 5% and was later revised down to 2 temd 1 8%.

We were foo high on imentones as well as government
purchases, and that made owr overall forecast too hugh
However, ouwr estimates of consumer spendmg business
imvestment, home building, and the trade balance were all pretty
dam close to the mark. Fmal sales (GDP excliding imventories)
grew at 2 3.2% anoualized rate.

So, while we mussed on overall GDP, the underlymg pace
of final sales to the prvate sector made 1t clear that the
mﬂmyd:ﬂndmadmegmﬂmmﬂmﬂmg_w
Eeynesian-style tax cuts or peore quantitative easing

Mowr, magammhmea&hﬂupﬂ:ﬁmajn’pmﬁufﬂ)P
.a.l:limﬁ:lmcashng .2 3.5% anmal pace of growth m (4. Be
aware up front, however, that our predichons for consumer
spending, business investwent and home bwldmz are quite
modest. Much of the growth we see m (M 15 due to owr forecast
that a swpnsmg drop m business mmrentones dunng Q3 will be
offset by a rebound in (4. Another check on the forecast 15 that
hows worked mn the private sector were up at a 3% anmal rate
m (4, so even modest productvty growth (growth m output
per hour) sugpests more than 3% mereases mn cutput.

Consumption: Auto sales were uwp at a 36% anmual rate m
0 whule retail sales ex-autos were up at a 5.1% mte. Seraces,
an:ﬂ;xpartufcmmtlm,mmtupasmu:b,hﬂ'ﬂhdﬁ

consumption
probably chmbed at a 2.3% anmal rate m (4, contmbuting
16 points o the real GDP mowth mte. (2.3 tomes the
consumption share of GDP, which 15 71%, equals 1.6.)

Brian 5. Weshury — Chief Economiat
Robert Stein, CFA — Senior Economist
Strider Elass - Economic

Andrew Hull — Economic Analyst

Business Investment: Busmess mmestment m equipment
and software as well as commercnal construcfion appear fo have
grown at an anmiahized 5% rate m Q4. Ths should add about
0.5 pomts fo the real GDP growth rate. (5 tmes the business
imvestment share of GDP, wiach 15 10%%, equals 0.5.)

Home Building: Riﬁuimhalmshw:h.mappealstahaw
growm at about a 5% amnual rate i Q4. This translates mio 0.1
point for the real GDP growth rate. (5 times the home ulding
share of GDP, which 15 2%, aquals 0.1.)

Government: Dnetuﬂmnimi—chwnufupuatimsmhaq,
2 bottom In govermment constuction Hmuk&l:lﬂds and
brndges — real government purchases shrank at about a 3.5%
rate in 4, wineh should subtract about 0.7 percentage pomts
from the real GDP growth rate. (3.5 tmes the government
purchase share of GDP, whach 15 2%, equals -0.7).

Trade: In the last five vears, the trade sector has added an
averaze of 1.2 pomts fo the real GDP growth rate in 04, We
probably won't get the same size boost this time, but do expect
2 modest add of about 0.3 points on the growth of real GDP.

Inventories: As always, mvenfores are a wild card
Iu'l:ultunua.dnall}rﬁellmQS which is rame for an economic
expansion. We think busmesses were way too caubions. They

didnt want to get LLL|1]'JII:I:ngtc-umchm1:hanﬂJse_mstm
caseﬂ:zpﬁmsismngﬂabﬂnra ‘double-dip” recession.
Mow that it"s clear they were wrong. we look for a solid bmld

to inventories m Q4 of about 55 bilbon at an anmal rate. This
translates min an additional 1.7 points for real GDP growth

A&i—mﬂlp mijrmget35%maIGDPgmwﬂnﬁxQ4
at a more modest 1.8% pace.

Doate/ Time (CST) T.5. Economic Data Conzensus First Trust Actual Previous
1-17/7:30 am Empire State Mfg Index - Jan 11.0 13.0 135 935
1-18 /7-30am PPI- Dec +0.1% +0.0% +0.3%

T:30am  "Core™ PPI- Dec +0.1% +0.1% +0.1%
B:15am Industrial Production - Dec +0.5% +0L6% 0.2%
B:15am Capacity Utilization - Dec T8.1% T8.1% T78%
1-19/7:30am CPI -Dec +0.1% +0.1% +H.0%
T-30am "Core™ CPI - Dec +0.1% -+, 1% +0.2%
7-30am Housing Staris - Dec 0.580 Mal 0.67T MGl 0585 Mal
T-30am Initial Claims - Jan 14 IEE IME 09K
9:00 am Phally Fed Survey - Jan +103 +8.7 +#5.8
1-20 /9:00 am Fxisting Home Sales - Dec 4.650 Ml 4.760 Ml 4.420 Ml

Consemsus forecasts come fom Rloomberg. This reporr wis prepared by Feest Trus ddvisors L P and refleces the curvem opimion of she awthors. 11 15 based upon sources and
dhata helieved o be acowrase and reliable. Opintors and brvard looking satements expressed are sbject o chamge withowr notice.  This oyormation does moi constiase o
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