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US Q3 GDP data confirm modest rebound 
of economic activity 

 

 Real GDP accelerated to 2.0% q-o-q saar from 1.3% in Q2 2012, on the back of stronger 
personal consumption and residential investment growth, as well as a jump in the 
government consumption component.  

 We expect subdued consumption growth ahead around 2.0%, with the expected fiscal 
contraction constituting the major drag. Further gains in employment should be pivotal to 
the outlook for personal income.  

 Real business fixed investment is on a downward trajectory, as increased global uncertainty 
and loss of business confidence weigh on business hiring and investment. 

 The US housing sector seems to be the bright spot in the recovery, with positive gains across 
both activity and prices.  

 Export external demand from the major US trade partners is expected to remain subdued, so 
net exports are not expected to contribute considerably to real economic activity. 

 The downward trend in business investment and external demand, combined with the 
expected payback from the government consumption component, points to modest GDP 
growth around 2.0% q-o-q saar in Q4 2012.  DISCLAIMER 
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Subdued personal consumption growth

Real personal consumption expenditures 
accelerated from 1.5% in Q2 to 2.0% q-o-q 
saar in the third quarter, as the decline in 
durable goods reported in the previous 
quarter was replaced by a 8.5% increase in 
Q3, and nondurable goods consumption 
growth stepped up from 0.6% to 2.4% q-o-q 
saar. Retail and vehicle sales in September 
provided encouraging signs that final 
domestic demand picked up to some extent 
towards the end of Q3, while both measures 
of consumer  confidence have been on an 
upward trend in recent months. In particular, 
the University of Michigan’s index of 
consumer sentiment has increased for three 
consecutive months to October, hovering at 
levels previously seen in September 2007, 
before the 2008-09 recession started (Figure 
2). However, we do not expect a considerable 

According to the advance estimate of the 
Bureau of Economic Analysis (BEA), real GDP 
accelerated to 2.0% q-o-q saar in Q3 from 1.3% 
in Q2 2012, on the back of stronger personal 
consumption growth, a surge in residential 
investment and a jump in the government 
consumption expenditures and investment 
component. On the negative side, 
nonresidential investment, private inventories 
and net trade subtracted an average of 0.14% 
each from real GDP growth (Figure 1). Business 
fixed investment was particularly weak owing 
to a decline in structures, farm inventories 
subtracted 0.4% due to this summer’s Midwest 
drought, while exports reported their first 
negative quarterly change since Q1 2009. 
Overall, the report revealed that while 
consumers and housing are faring quite well, 
business fixed investment is clearly on a 
downward trend keeping the economy well 
below trend growth. 
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pick-up in private consumption growth in the final quarter of 
the year, given that the resolution of the fiscal cliff generates 
economic uncertainty that weighs on private expenditures. 
The September personal income and outlays report confirms 
modest consumption growth but relatively soft income 
growth. Real personal consumption increased by 0.4% m-o-
m in September, mainly financed by a decline in the 
personal saving rate from 3.7% in August to 3.3%, as real 
disposable income remained essentially flat for the month 
(Figure 2). Further gains in employment should be pivotal to 
the outlook for personal income and, consequently, 
consumer spending. We continue to expect subdued 
consumption growth in Q4 2012 and in 2013 around 2.0%, 
with the expected fiscal contraction constituting the major 
drag. 

 
Figure 1 
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Figure 2 
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  The housing sector on an upward trend, across both activity 
and prices  

Real residential investment growth jumped to 14.4% q-o-q saar 
from 8.5% in the previous quarter, contributing 0.33% to real GDP 
growth. The upward trend in housing starts and building permits 
(Figure 3) reinforces our view that the housing market will keep 
adding to growth in the following quarters. Meanwhile, the 
National Association of Home Builders (NAHB) index of home 
builder confidence rose further in October, the highest level in 
more than 6 years. The upward momentum in sales of new 
(Figure 3) and existing homes give their way to a gradual decline 
in the supply of unsold homes, while national home prices looked 
to have bottomed in 2011 and have been increasing in recent 
months. We expect residential investment to be a tailwind for real 
economic activity in the following quarters, with the quarterly 
growth rate hovering around 20.0% q-o-q saar in the final quarter 
of the year. 

Figure 3 
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Business fixed investment on a downward trajectory 

Real business investment growth reported its first negative 
reading after five consecutive quarters of positive quarterly 
changes. Non residential investment declined by 1.3% q-o-q saar 
after a 3.6% increase in Q2, reflecting a 4.4% decline in structures 
and a flat reading on equipment and software investment. The 
durable goods orders report in September ended Q3 on a rather 
soft note, as core shipments -which are the main input for the 
GDP estimate- declined by 0.3% in September and were revised 
down to -1.2% m-o-m in August (Figure 4). Meanwhile, the 
National Federation for Independent Business (NFIB) index of 
capital spending reported a substantial reduction in capital 
spending activity in October, and the NFIB Optimism Index 
revealed that business owner’s views of the future for the 
economy did not really change for the better. Increased global 
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 uncertainty and loss of business confidence due to the fiscal 
cliff will probably continue to weigh on business hiring and 
investment in the final quarter of the year. We do not expect 
a significant contribution to growth from business 
investment in the following months. According to our 
estimates, real residential fixed investment is expected to 
decelerate to about 7.0% in 2012 and 4.0% in 2013 from 
8.6% in 2011.             

Figure 4 
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Weak global demand has taken its toll on US export 
growth  

Reflecting the deceleration of global economic activity, real 
exports declined by 1.6% q-o-q saar after a 5.3% increase in 
the previous quarter, reporting the first negative reading 
since the first quarter of 2009. Real imports fell by 0.2% after 
a positive reading of 2.8% in Q2, as the deceleration of US 
domestic demand to a lower growth trajectory has been 
translated into lower imports in recent quarters. As a result, 
the widening in the real deficit in the quarter reflected 
mainly a plunge in exports as real imports of goods fell to a 
much smaller extent. Export external demand from the 
major US trade partners is expected to remain subdued, so 
net exports are not expected to contribute considerably to 
real GDP growth in the following quarters.       

Subdued GDP growth ahead, with the focus on the fiscal 
policy  

The acceleration of real GDP growth in Q3 2012 was mainly 
attributed to the unexpected strength of government 
spending, which added 0.7% to real GDP growth (Figure 1). 
National federal spending growth surged to 13.0% q-o-q 
saar in Q3 from -0.2% in Q2, while nondefense spending 
increased by 3.0% after a 0.4% decline in the previous 

quarter. If it was not for the surprising increase in the national 
defense consumption component, real GDP growth would 
have stalled to 1.3% growth. Although this component of 
defense spending is estimated by appropriations and will 
probably be revised at a later stage based on actual deliveries, 
in the near term we do expect a sizeable payback in the 
government consumption component in Q4. This fact, in 
combination with the downward trend in business investment, 
point to modest GDP growth around 2.0% q-o-q saar in the 
final quarter of the year. In the meantime, the market focus will 
likely remain on fiscal policy issues. The Congress has to 
contend with the federal debt limit which will be reached near 
the end of 2012, and to agree on the fiscal cliff of automatic 
spending cuts and scheduled tax increases that will take effect 
early next year. We look for a removal of most of the fiscal 
restraint and expect a fiscal drag of at least 1.0% in 2013, with 
the average GDP growth rate decelerating to 1.8% y-o-y in 2013 
from 2.2% in 2012 (Figure 5, baseline scenario). However, a 
divided government seems the most likely outcome of next 
week US elections, implying that the lack of political resolution 
on key economic issues continues to constitute a major 
downside risk to the US economic outlook.    

Figure 5 
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Source: US Bureau of Economic Analysis, Eurobank Research estimates  
 

3 



 

November 1, 2012 

         

 

 

 

 

 

   

6 7 4 

Eurobank EFG, 20 Amalias Av & 5 Souri Str, 10557 Athens, tel: +30.210.333 .7365, fax: +30.210.333.7687, contact email: Research@eurobank.gr

  
 

Editor, Professor Gikas Hardouvelis
Chief Economist & Director of Research Eurobank Group 

Eurobank EFG Economic Research 
More research editions available at http://www.eurobank.gr/research 
• New Europe: Economics & Strategy Monthly edition on the economies 
   and the markets of New Europe 
• Economy & Markets: Monthly economic research edition  
• Global Economic & Market Outlook: Quarterly review of the international 
   economy and financial markets 
 

 Subscribe electronically at http://www.eurobank.gr/research  Follow us on twitter: http://twitter.com/Eurobank 
 

Research Team

Financial Markets Research Division
Platon Monokroussos: Head of Financial Markets Research Division 

Paraskevi Petropoulou: G10 Markets Analyst 
Galatia Phoka: Emerging Markets Analyst 

Economic Research & Forecasting Division
Dimitris Malliaropulos: Economic Research Advisor 
Tasos Anastasatos: Senior Economist 
Ioannis Gkionis: Research Economist 
Vasilis Zarkos: Economic Analyst  
Stella Kanellopoulou: Research Economist 
Olga Kosma: Economic Analyst 
Maria Prandeka: Economic Analyst 
Theodosios Sampaniotis: Senior Economic Analyst  
Theodoros Stamatiou: Research Economist 

 

 


