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U.S. Real GDP: Pickup in Momentum Buys Time Before Fed Acts Again
October 27, 2011

Real gross domestic product (GDP) of the U.S. economy grew at an annual rate of 2.5% in the

Asha G. Bangalore third quarter after registering an abysmally slow performance in the first-half of the year (+0.9%).
agb3@ntrs.com The headline and details of the third quarter GDP report are both encouraging given that

considerations of a double dip surfaced in recent weeks.
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The level of real GDP in the third quarter now surpasses the peak reached in the fourth quarter of
2007 (see Chart 2), which allows us to note that the U.S. economy has entered a phase of
expansion in the current business cycle. Real GDP estimates of earlier quarters had reached this
mark only to be revised away. Final sales, which exclude inventories, posted a robust increase of
3.6% in the third quarter after 1.6% gain in the second quarter.

The opinions expressed herein are those of the author and do not necessarily represent the views of The Northern Trust
Company. The Northern Trust Company does not warrant the accuracy or completeness of information contained herein,
such information is subject to change and is not intended to influence your investment decisions.
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Chart 2

Real Gross Domestic Product

SAAR, Bil.Chn.2005%
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Consumer spending advanced at a significant pace in the third quarter (+2.4% vs. +0.7% in
Among the three components of consumer spending, durable goods (+4.1%) and
services (+3.0%) posted strong gains, while expenditures on non-durables were nearly steady.
The worrisome part is that the increase in consumer spending in the third quarter was
accompanied by a drop in real disposable income (Chart 3) and the saving rate (Chart 4). The
obvious conclusion is that the consumers spent more than their income in third quarter. Will the
upward trend of saving snap back in the near term? The best guess is that soft employment and
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income growth suggests that a conservative consumer will prevail in the months ahead.

The opinions expressed herein are those of the author and do not necessarily represent the views of The Northern Trust
Company. The Northern Trust Company does not warrant the accuracy or completeness of information contained herein,

such information is subject to change and is not intended to influence your investment decisions.



Chart 3

Real Personal Consumption Expenditures
% Change - Annual Rate  SAAR, Bil.Chn.2005$

Real Disposable Personal Income
% Change - Annual Rate SAAR, Bil.Chn.2005%
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Business spending grew at a rapid clip in the third quarter, both structures (+13.3%) and
equipment and software spending (+17.4%) show noticeable growth. These numbers run counter
to claims that uncertain economic conditions are holding back business spending. Exports of
goods and services grew at an annual rate of 4.0% in the third quarter, slightly higher than the
pace seen in the prior quarter.

Chart 5

Real Private Nonresidential Investment: Equipment & Software
SAAR, %Chg

Real Private Nonresidential Investment; Structures
SAAR, %Chg
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The big surprise in today’s report was the large drop in inventories during the third quarter ($5.4
billion vs. $39.1 billion in the second quarter). Businesses are likely to add to their stockpiles in
the near term and account for a large increase in headline GDP, but the timing of this event is
unclear, for now. Inflation numbers point to a moderation in the third quarter. The personal
consumption expenditure price index rose 2.4% in the third quarter vs. a 3.3% jump in the second
quarter. Likewise, the core personal consumption expenditure price index, which excludes food
and energy, advanced 2.1% in the three months ended September vs. a 2.3% increase in the
previous three-month period. The moderation in inflation data works in favor of the doves in the
FOMC and supports their case for additional monetary policy action.

The opinions expressed herein are those of the author and do not necessarily represent the views of The Northern Trust
Company. The Northern Trust Company does not warrant the accuracy or completeness of information contained herein,
such information is subject to change and is not intended to influence your investment decisions.
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Chart 6

Personal Consumption Expenditures: Chain Price Index
% Change - Annual Rate  SA, 2005=100

PCE less Food & Energy: Chain Price Index
% Change - Annual Rate SA, 2005=100
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The FOMC meeting of November 1-2 is likely to end without changes in Fed policy, following
unconventional announcements after the August and September meetings. Incoming economic
data present a mixed picture, which allows the FOMC time to confirm that additional support may
be necessary to bolster economic activity before taking action at the December or January
meetings. In the past week, several Fed officials, have been presenting arguments that make a
case for a third round of quantitative easing (QE3). The elevated unemployment rate is at the top
of their list of concerns. Although details of the resolution of the debt crisis in Europe are not
available as of this writing, a compromise has been reached regarding the Greek debt problem and
further strengthening of the European Financial Stability Fund is in the offing. The bottom line is
that headwinds from Europe seen to be large and detrimental a few days ago may not occur
implying that downside risks to U.S. economic growth in the near term have been reduced.
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REAL GROSS DOMESTIC PRODCUT 2011:Q3 ADVANCE ESTIMATE

2005 dollars percent change (SAAR) from prior quarter
10:4 11:1 11:2 11:3 From 10:3 From 10:4 From 11:1 From 11:2
Final Final Final Final to 10:4 to 11:1 to 11:2 to 11:3

GDP 13216.1 13227.9 13271.8 13352.8 2.3 0.4 1.3 25
CONSUMPTION 9328.4 9376.7 9392.7 9449.5 3.6 21 0.7 2.4
DURABLE GOODS 1242.4 1277.4 1260.2 1273.0 17.2 11.7 -5.3 4.1
NONDURABLE GOODS 2067.4 2075.4 2076.6 2077.7 4.3 1.6 0.2 0.2
SERVICES 6027.5 6039.1 6067.0 6111.4 1.3 0.8 1.9 3.0
INVESTMENT 1734.5 1750.9 1778.4 1796.6 -7.1 3.8 6.4 4.1
FIXED INVESTMENT 1693.9 1699.0 1736.7 1793.2 7.5 1.2 9.2 13.7

NONRESIDENTIAL 1371.9 1378.9 1413.2 1467.5 8.7 21 10.3 16.3

STRUCTURES 318.0 305.9 321.9 332.1 10.5 -14.3 22.6 13.3
EQUIPMENT & SOFTWARE 1064.5 1086.9 1103.5 1148.7 8.1 8.7 6.2 17.4

RESIDENTIAL 323.1 321.1 324.4 326.3 25 2.4 4.2 2.4
CHG. BUS. INVENT. 38.3 49.1 39.1 5.4
NET EXPORTS -414.2 -424.4 -416.4 -409.4

EXPORTS 1716.8 1749.6 1765.0 1782.4 7.8 7.9 3.6 4.0

IMPORTS 2131.0 2173.9 2181.4 2191.8 -2.3 8.3 1.4 19
GOVERNMENT (Cons. & Invest.) 2552.1 2513.9 2508.2 2508.2 -2.8 -5.9 -0.9 0.0

FEDERAL 1079.6 1053.3 1058.3 1063.5 -3.0 -9.4 1.9 2.0

DEFENSE 717.7 694.0 705.9 714.3 -5.9 -12.6 7.0 4.8

OTHER 361.9 359.4 352.4 349.1 3.1 -2.7 -7.6 -3.7
STATE AND LOCAL 1478.9 1466.4 1456.1 1451.2 2.7 -3.4 -2.8 -1.3
DISP. PERS. INC. 1 101520 10183.2 10198.1 10153.7 15 1.2 0.6 -1.7
FINAL SALES 1 131816 13182.8 13236.2 13353.2 4.2 0.0 1.6 3.6
FINAL SALES TO DOM. PURCHASERS 13585.9 13598.4 13643.4 13752.6 2.7 0.4 13 3.2
PRICE DEFLATORS:
GDP CHAIN TYPE 111.7 112.4 113.1 113.8 1.9 25 25 25
GDP EX. FOOD & ENERGY 1.3 2.5 2.7 1.8
PCE CHAIN TY PE 111.7 112.7 113.7 114.3 1.9 3.9 3.3 2.4
PCE EX. FOOD & ENERGY 110.5 111.0 111.6 112.2 0.7 1.6 2.3 2.1
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