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Still Growing

No one should be popping champagne when they see
Thursday’s GDP report. The good news is that it won’t be
negative. The bad news is that even if it hits our estimate
of 2.1% this is a far cry from the robust growth of the
economic expansions in the 1980s and 1990s.

The US is in desperate need of policies that raise the
long-term growth of the US economy, policies that
encourage more capital formation, better education, and
making it easier to raise the next generation.

In the meantime, we still think the US is headed
toward a recession, but it wasn’t in one in the second
quarter. Be careful, though. While some others say we
can’t fall into a recession because the job market is so
strong, it’s important to realize that the job market is almost
always at or near a peak when the economy enters a
recession. This doesn’t mean the recession has to be
anywhere near as severe as the COVID Lockdown or even
the Great Recession/Financial Panic of 2008-09. But even
a mild recession will bring some pain.

In the meantime, however, the economy grew at a
moderate rate in Q2, which we estimate at 2.1%
annualized.

Consumption: “Real” (inflation-adjusted) retail sales
outside the auto sector declined at a 3.3% annual rate in Q2.
However, sales of autos and light trucks increased at a 9.5%
rate and it looks like real services, which makes up most of
consumer spending, should be up at about a 2.5% pace.
Putting it all together, we estimate that real consumer
spending on goods and services, combined, increased at a
tepid 1.2% rate, adding 0.8 points to the real GDP growth
rate (1.2 times the consumption share of GDP, which is
68%, equals 0.8).

Date/Time (CST) U.S. Economic Data
7-26 /9:00 am
7-27/7:30 am
7:30 am
7:30 am
7:30 am
7:30 am
7-28 /7:30 am
7:30 am

9:00 am

New Home Sales — Jun

Initial Claims — Jul 22

Q2 GDP Advance Report

Q2 GDP Chain Price Index
Durable Goods — Jun

Durable Goods (Ex-Trans) — Jun
Personal Income — Jun

Personal Spending — Jun
U. Mich Consumer Sentiment — Jul

Consensus

Business Investment: We estimate a 7.5% growth
rate for business investment, with gains in intellectual
property and commercial construction once again leading
the way. A 7.5% growth rate would add 1.0 points to real
GDP growth. (7.5 times the 13% business investment share
of GDP equals 1.0).

Home Building: Residential construction is showing
some resilience in spite of some lingering pain from higher
mortgage rates. Home building looks like it declined at a
2.6% rate, which would subtract 0.1 points from real GDP
growth. (-2.6 times the 4% residential construction share
of GDP equals -0.1).

Government: Only direct government purchases of
goods and services (not transfer payments) count when
calculating GDP. We estimate these purchases — which
represent a 18% share of GDP — were up at a 2.3% rate in
Q2, which would add 0.4 points to the GDP growth rate
(2.3 times the 18% government purchase share of GDP
equals 0.4).

Trade: Looks like the trade deficit expanded in Q2,
as both exports and imports declined but exports declined
faster. We’re projecting net exports will subtract 0.9 points
from real GDP growth.

Inventories: Inventories look like they grew faster in
Q2 than in QI, suggesting they’ll add about 0.9 points to
the growth rate of real GDP. When a recession hits, we
expect inventory declines to play a significant role in the
drop in GDP.

Add it all up, and we get a 2.1% annual real GDP
growth rate for the second quarter.

Previous
0.763 Mil
228K
+2.0%
+4.1%
+1.8%
+0.7%
+0.4%
+0.1%
72.6

First Trust Actual
0.735 Mil

230K

+2.1%

+2.7%

+7.0%

+0.3%

+0.5%

+0.4%

73.0

0.725K
235K
+1.8%
+3.1%
+1.0%
+0.1%
+0.5%
+0.4%
72.6

Consensus forecasts come from Bloomberg. This report was prepared by First Trust Advisors L. P., and reflects the current opinion of the authors. It is based upon sources and data believed to be accurate and
reliable. Opinions and forward looking statements expressed are subject to change without notice. This information does not constitute a solicitation or an offer to buy or sell any security.



