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In a busy week for economic data, this week’s GDP report will be the headliner for many investors. Because real 
GDP declined in the fi rst quarter, for some, a second consecutive quarter of decline would be confi rmation that 
the economy was in a recession. 

While this benchmark is often a rule of thumb for defi ning a recession, investors should be careful when apply-
ing it to the current economic picture. A signifi cant amount of data indicates the U.S. is not in a recession, at 
least not yet. Industrial production rose at a 4.8% annual rate in the fi rst quarter and at a 6.2% rate in Q2. 

Unemployment has fallen since the end of 2021, and payrolls grew at a monthly rate of 539,000 in the fi rst 
quarter and 375,000 in Q2. If the economy were already in a recession, none of these would have happened. 
That is why the National Bureau of Economic Research, seen as the “offi  cial” arbiter of recessions, uses a wide 
range of data when assessing whether the economy is actually shrinking.

It is also important to note that once a year the government looks back and revises all the GDP data for 
the past several years. This occurs each July, including the report that will be published this week. Given the 
strength in both jobs and industrial output, it would not be a complete surprise if Q1 data is eventually revised 
positive.

In the meantime, the following is a forecast of what the upcoming Q2 GDP fi gure may look like, and why it 
could be positive number.

Consumption
“Real (infl ation-adjusted) retail sales outside the auto industry grew at a 2.2% annual rate, and all indications 
are that spending on real services should be up as well. Conversely, car and light truck sales fell at a 19.7% rate. 
When combined, estimated real consumer spending on all goods and services increased at a modest 1.2% rate, 
adding 0.8 points to the real GDP growth rate.

Business Investment
The annual growth rate for business equipment investment is estimated to be +5.5%, +7.5% for intellectu-
al property, and a 4.0% decline in commercial construction. Combined, business investments appear to have 
grown at a 4.4% rate, which would add 0.6 points to real GDP growth.

Home Building
Residential construction appears to have contracted at a 4.0% annual rate. Mortgage rates should eventually 
become a headwind, but, for now, it looks like an increase in spending on construction was more than account-
ed for by infl ation in associated construction costs. A decline at a 4.0% rate would subtract 0.2 points from real 
GDP growth.

Government
Important to remember is that only direct government purchases of goods and services (and not transfer pay-
ments like unemployment insurance) count toward calculating GDP. These purchases (representing 17% GDP) 
were largely unchanged, meaning government spending in eff ect had no impact on real GDP for Q2.

Trade
Exports have surged through May, while imports remained mostly fl at in Q2. Combined, that means a smaller
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trade defi cit is expected. Projected net exports will likely add 1.0 point to real GDP growth, although a report 
on the trade defi cit in June, which will be published later today, may alter that forecast.

Inventories
Inventories appear to have grown at a slower pace in the second quarter than they did in Q1, suggesting a 1.7 
point drag on the growth rate of real GDP. However, like trade, a report due later today may alter this forecast. 

Summary
While far from offi  cial, the combined forecasted changes of all these components suggest 0.5% annual real 
GDP growth for the second quarter, and do not signal a recession has begun. Monetary policy will almost cer-
tainly continue to tighten enough to eventually cause a recession, but that recession hasn’t arrived yet.
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