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Real GDP Growth Weaker than Expected in Q1-2023
Strength in Consumer Spending Offset by Drag from Inventories
 
Summary
• Real GDP grew 1.1% at an annualized rate in Q1-2023 relative to the previous quarter, 

which was weaker than the consensus forecast.

• Real consumer spending rose at a solid rate of 3.7%. But, a significant inventory swing 
sliced 2.3 percentage points off of the headline real GDP growth rate. The other 
spending components were mixed.

• Monthly data suggest that consumer spending has lost momentum over the past few 
months. Moreover, consumers are relying increasingly on credit and stockpiled cash to 
finance their purchases. These factors are not sustainable, in our view.

• We continue to forecast that the U.S. economy to slip into recession, which we expect 
will be of moderate severity, in the second half of the year.
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GDP Growth Print Comes in Below Consensus Expectation
Data released this morning showed that U.S. real GDP grew at an annualized rate of 1.1% in the first 
quarter relative to Q4-2022 (Figure 1). Not only did the outturn represent a slowdown from the 2.6% 
sequential growth rate that was registered in Q4, but it was also below the consensus forecast of 1.9%. 
The rise in the year-over-year rate of GDP growth from 0.9% in Q4 to 1.6% in the first quarter reflects 
low base effects from last year (i.e., real GDP contracted in Q1-2022).

Real GDP growth in the first quarter was driven largely by real personal consumption expenditures 
(PCE). In a report we published Wednesday, we noted that the Commerce Department had made 
some downward revisions to monthly data on retail spending data, and we flagged the potential for 
real PCE growth to be less robust than we initially had anticipated. Nevertheless, real PCE grew at a 
solid rate of 3.7% in the first quarter. That said, the quarter appears to have ended on a weak note in 
terms of growth in consumer spending. After surging 1.5% in January relative to the previous month, 
real PCE edged down 0.1% in February. If there are no revisions to previously published monthly data, 
then the 3.7% quarterly growth rate implies that real PCE fell 0.5% (not annualized) in March relative 
to February. (Monthly PCE data for March will be released on Friday, April 28.)

The other spending components were mixed in terms of growth. Real government spending grew 
4.7%, and nonresidential construction spending jumped 11.2%. However, residential construction 
spending fell for the eighth consecutive quarter, down 4.2%, and real business spending on equipment 
dropped 7.3%, the second consecutive quarterly decline in this component. The 4.8% rise in exports 
was more or less offset, in terms of topline real GDP growth, by the 2.9% growth rate in imports.

Figure 1
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Figure 2
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Significant Drag from Inventories
The big drag on headline GDP growth in the first quarter came from inventories. Businesses added 
$137 billion worth of goods and services to their inventories in Q4-2022. But inventories edged down 
by $1.6 billion in the first quarter. This significant swing in stockbuilding between Q4 and Q1 sliced 2.3 
percentage points from the topline real GDP growth rate in the first quarter (Figure 2). Inventories 
could potentially prop up GDP growth in the second quarter even if businesses add to their stockpiles 
marginally.

In sum, the U.S. economy continues to expand, albeit at a relatively sluggish pace. Moreover, GDP 
growth is being held up largely by the consumer at present, but growth in consumer spending appears 
to have lost momentum over the past month or two. We recently published a report in which we 
discussed consumers' increasing reliance on credit to finance spending. Additionally, the cash stockpiles 
that consumers have accumulated over the past few years are gradually being eroded. These factors 
are not sustainable, in our view, so we consequently look for real PCE to decelerate in coming months, 
which will pull headline GDP growth lower. Further Fed tightening—we look for the FOMC to raise 
its target range for the federal funds rate by 25 bps on May 3—will exert further headwinds on the 
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economy. As we discussed in more detail in our most recent U.S. Economic Outlook, we forecast that 
the U.S. economy to slip into recession, which we expect to be of moderate severity, in the second half 
of the year.
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