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• U.S. GDP is now estimated to have declined by a 
recession like 2.9% qoq (annualized rate) in the March 
quarter. 

• However, we still think the March quarter weakness is 
a one-off. Other indicators do not point to an 
economic downturn and partial indicators of activity 
point to a bounce back in the June quarter. 

The third estimate of U.S. GDP in the March quarter 2014 
shows that the economy went backwards at an even greater 
rate than previously thought. The annualized growth rate is 
now estimated to be -2.9% qoq compared to -1.0% in the 
second estimate (and 0.1% in the advance estimate). 

Contribution to quarterly GDP growth 
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There were two main factors for the downward revision. 
Firstly, the Bureau of Economic Analysis had previously 
estimated strong health care consumption growth following 
health care law changes (“Obamacare”). However, this has 
now been revised away – indeed estimated growth has 
changed from an unusually strong 9.1% qoq (s.a.a.r.) to an 
unusually weak -1.4% qoq (s.a.a.r.). The other factor was a 
downward revision to exports, and a small upwards revision to 
imports, resulting in a larger detraction from net exports. 

Previously our view had been that the weak March quarter 
result reflected a correction to strong growth in the second half 
2013 as inventory accumulation slowed and the strong 
December quarter net export performance was unwound. 
Equipment investment also declined after spiking towards the 
end of 2013 (possibly due to tax reasons). Moreover, although 
difficult to quantify, a harsh winter also likely had an impact.  
Consumption – ex health care and utilities – was also weak 
which is now more apparent in the aggregate data as well.  

Markets have reacted calmly to the news. However, the 
obvious question it raises is whether it is signalling that the 

underlying strength of the U.S. economy is weaker than 
previously thought.  As can been seen in the chart below, falls 
in GDP of the magnitude experienced in the March quarter 
have in the past occurred in periods of recession. 

Historical GDP growth 
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We look at answering this question in a couple of ways. 
Firstly, are available indicators for the current (June) quarter 
pointing to continuing weakness or a rebound in activity? 
Secondly, were other measures of the economy and 
confidence in the March quarter consistent with a recession? 

To answer the first question we have looked at a range of 
indicators covering private consumption, housing investment, 
business investment (structures and equipment) and trade. 
We have simply calculated the quarterly growth rate in each 
based on data available for the current quarter (e.g. if we have 
April and May data, then the average of the two is compared 
to the previous quarters average). In the case of consumption 
we limited ourselves to retail sales – the broader personal 
consumption expenditure measure is not shown as the data 
are not consistent with the 3rd GDP estimate (revisions, 
including a May estimate, to be released later today).  

The result of this exercise can be seen in the chart on the 
following page.  Overall, they are consistent with a rebound in 
activity in the June quarter. In the areas of consumption, 
capital expenditure (equipment) and housing there is clear 
improvement. There are still some areas of weakness: non-
residential construction is still soft (but we only have one 
month’s data for the current quarter) and trade at his early 
stage appears to have contracted again.  

However, trade data are only available to April and are very 
volatile, making any conclusions very tentative. This is 
particularly so given that the ISM export indicators suggest 
that the measured weakness in exports looks exaggerated.  
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Partial activity measures 
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Sources: BEA, Census Bureau, NAB.  June quarter data based on average of 
monthly data available.  Data available to April for residential and non-
residential construction and trade, and to May for the other indicators.  Non-
residential construction is for the private sector and residential construction is 
the private new residential construction series. For the net goods trade balance 
the quarterly growth rate has been multiplied by -1 so that deterioration is shown 
with a negative sign (the trade balance is negative).  
 
To answer the second question, we have identified all the 
quarters back to 1969 where GDP has declined by 1% qoq 
(s.a.a.r.) or worse.  We have then selected a series of 
indicators which are likely to be weak at times of recession. 
These factors include durable consumption (which tends to be 
weaker than other elements of consumption as it can often be 
deferred), business sentiment (measured by the ISM), 
employment, the unemployment rate, consumer confidence 
and industrial production.  Where these variables were 
meeting the specified criteria (e.g. industrial production or 
employment falling, unemployment rate rising) then they are 
given a dark shading for that quarter. In most cases where the 
NBER business cycle dating committee considers that the 
economy was in a recession many of these indicators were 
also showing weakness.  

However, in cases when the NBER considered that the 
economy was not in recession, few (or none) of these 
indicators were showing clear weakness. This is true of the 
last two quarters of negative GDP growth in excess of 1% - 
the March 2011 and 2014 quarters. In short, while GDP 
growth was recession like in the March quarter, this does not 

accord with a range of other indicators. Given that data for 
June quarter show a rebound in activity, this suggests that the 
March quarter GDP result is a one-off or outlier and that it is 
not signalling a downturn in the U.S. economy. 

Implications  
While a rebound in activity is underway in the June quarter, 
overall the indicators do not currently suggest that our forecast 
for the June quarter (3.6% qoq s.a.a.r) is unduly conservative. 
As a result our forecast for 2014 as a whole is likely to be 
marked down from its current 2.2% in our next monthly 
update. A major uncertainty is health care, and whether a 
rebound from the March quarter weakness (plus above trend 
growth going forward due to the increase in numbers with 
health insurance) leads to stronger consumption than we 
expect, or whether the first quarter’s weakness will continue. 

Prior to the release of the 3rd estimate for March quarter 
GDP, Fed members had been indicating that they were 
looking through the weak result for the quarter. For the 
reasons we have identified above, this is still likely to be the 
case. That said, Fed officials in the past have stated that they 
like to see the GDP data corroborate the labour market data; if 
GDP is weak (as in the March quarter) and if partial indicators 
were to point to this continuing (not the case yet) then the Fed 
would be concerned about the outlook for labour market.  

Our current call for the first tightening in the fed funds rate 
(above its current target range) is mid -2015 (or Q3 to be more 
precise). We noted in our last regular monthly update, the 
unemployment rate and inflation have been moving closer to 
the Fed’s targets. This has raised some speculation that the 
Fed might tighten earlier. However, the Fed is still sending 
generally dovish signals, something that the fall in GDP in the 
March quarter will only reinforce. As a result we see no need 
to change our call on continued QE tapering (to end in the 
December quarter) or on the timing of rate tightening.  

If you have any queries or comments on this report please 
contact:  antony.kelly@nab.com.au  

mailto:antony.kelly@nab.com.au
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GDP 
Durable 
consumption

Manufacturing 
ISM 

Manufacturing 
ISM - production employment Unempl. Rate Consumer confidence

Industrial 
production

NBER 
recession 
period

Michigan
Conference 
Board

qoq <1% saar qoq% < 0 <50 <50 qoq% < 0 rising falling falling qoq% < 0 recession
Dec-69 -1.7 -1.5 53.3 51.6 0.4 0.0 -6.7 -7.2 -0.6 -100000
Dec-70 -4.1 -24.0 42.5 43.1 -0.6 0.7 -5.2 -9.3 -2.2 -100000
Sep-73 -2.2 -3.5 61.3 55.9 0.6 -0.1 -5.0 -6.0 0.9 0
Mar-74 -3.3 -9.0 60.8 53.8 0.5 0.4 -14.7 -29.9 -0.9 -100000
Sep-74 -3.8 2.3 51.3 49.3 0.1 0.4 -7.7 -11.9 -0.4 -100000
Dec-74 -1.6 -33.0 37.2 39.5 -0.6 1.0 -4.9 -31.6 -4.0 -100000
Mar-75 -4.7 8.8 32.2 36.0 -1.6 1.7 -1.9 0.0 -6.6 -100000
Jun-80 -7.9 -36.6 32.4 32.5 -0.5 1.0 -9.1 -28.4 -4.2 -100000
Jun-81 -2.9 -14.7 51.9 56.0 0.3 0.0 5.7 10.1 0.3 0
Dec-81 -4.6 -25.8 38.0 37.6 -0.4 0.8 -9.1 -12.6 -2.2 -100000
Mar-82 -6.5 13.4 37.8 39.0 -0.7 0.6 0.8 -8.4 -2.0 -100000
Sep-82 -1.4 3.3 38.5 40.8 -0.8 0.5 0.5 1.0 -1.4 -100000
Dec-90 -3.4 -10.6 41.8 42.5 -0.4 0.4 -14.0 -28.8 -1.6 -100000
Mar-91 -1.9 -10.6 39.8 39.7 -0.4 0.5 9.8 3.4 -1.9 -100000
Mar-01 -1.1 6.7 42.5 40.1 0.1 0.3 -11.7 -18.4 -1.4 -100000
Sep-01 -1.2 4.7 45.3 50.2 -0.3 0.4 -2.4 -5.9 -1.5 -100000
Mar-08 -2.7 -10.9 48.7 49.8 0.0 0.2 -4.6 -14.7 -0.3 -100000
Sep-08 -2.0 -11.7 48.0 50.1 -0.5 0.7 5.2 0.0 -3.2 -100000
Dec-08 -8.3 -25.8 36.2 30.8 -1.2 0.9 -7.2 -16.6 -4.3 -100000
Mar-09 -5.4 0.7 35.5 34.0 -1.7 1.4 0.6 -10.8 -5.4 -100000
Mar-11 -1.3 5.4 59.1 63.4 0.3 -0.5 1.8 9.8 0.6 0
Mar-14 -2.9 1.2 52.7 53.0 0.4 -0.3 4.0 6.6 1.1 ?  

Sources: BEA, ISM, Bureau of Labor Statistics, University of Michigan/Thomson Reuters, The Conference Board, Federal Reserve, NBER Business Cycle Dating Committee. 
Other than for GDP and NBER recession period, a dark shading indicates that the specified criterion has been met. Dark shading for the NBER recession period column 
indicates that the NBER committee considered the economy to be in recession.  
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Important Notices  
 
Disclaimer: This document has been prepared by National Australia Bank Limited ABN 12 004 044 937 AFSL 230686 ("NAB"). Any advice contained in 
this document has been prepared without taking into account your objectives, financial situation or needs. Before acting on any advice in this document, 
NAB recommends that you consider whether the advice is appropriate for your circumstances. NAB recommends that you obtain and consider the 
relevant Product Disclosure Statement or other disclosure document, before making any decision about a product including whether to acquire or to 
continue to hold it. Products are issued by NAB unless otherwise specified. 

So far as laws and regulatory requirements permit, NAB, its related companies, associated entities and any officer, employee, agent, adviser or 
contractor thereof (the "NAB Group") does not warrant or represent that the information, recommendations, opinions or conclusions contained in this 
document ("Information") is accurate, reliable, complete or current. The Information is indicative and prepared for information purposes only and does 
not purport to contain all matters relevant to any particular investment or financial instrument. The Information is not intended to be relied upon and in all 
cases anyone proposing to use the Information should independently verify and check its accuracy, completeness, reliability and suitability obtain 
appropriate professional advice. The Information is not intended to create any legal or fiduciary relationship and nothing contained in this document will 
be considered an invitation to engage in business, a recommendation, guidance, invitation, inducement, proposal, advice or solicitation to provide 
investment, financial or banking services or an invitation to engage in business or invest, buy, sell or deal in any securities or other financial instruments. 
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inconsistent with or contrary to the Information. 
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direct or indirect) suffered by persons who use or rely on the Information. If any law prohibits the exclusion of such liability, the NAB Group limits its 
liability to the re-supply of the Information, provided that such limitation is permitted by law and is fair and reasonable. 

This document is intended for clients of the NAB Group only and may not be reproduced or distributed without the consent of NAB. The Information is 
governed by, and is to be construed in accordance with, the laws in force in the State of Victoria, Australia. 

Analyst Disclaimer: The Information accurately reflects the personal views of the author(s) about the securities, issuers and other subject matters 
discussed, and is based upon sources reasonably believed to be reliable and accurate. The views of the author(s) do not necessarily reflect the views of 
the NAB Group. No part of the compensation of the author(s) was, is, or will be, directly or indirectly, related to any specific recommendations or views 
expressed. Research analysts responsible for this report receive compensation based upon, among other factors, the overall profitability of the Global 
Markets Division of NAB. 
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WealthHub Securities Limited ABN 83 089 718 249 AFSL No. 230704 (“WealthHub Securities”). WealthHub Securities is a Participant of the Australia 
Securities Exchange and a wholly owned subsidiary of National Australia Bank Limited ABN 12 004 044 937 AFSL No. 230686 (“NAB”). NAB doesn’t 
guarantee the obligations or performance its subsidiaries, or the products or services its subsidiaries offer. Any material provided to you by WealthHub 
Securities will contain factual information or general advice. This factual information or general advice does not take into account your particular 
objectives, financial situation and needs, and a statement of advice will not be provided. WealthHub Securities will not give you any legal, tax, financial 
or accounting advice or any advice or recommendation regarding the suitability or profitability about your transactions. Before you make a decision 
about whether to acquire a financial product, you should obtain and read the Product Disclosure Statement available at nabtrade.com.au and consider 
the appropriateness of the information having regard to your particular circumstances. You agree that you will not solely rely on the information provided 
by WealthHub Securities or elsewhere on nabtrade.com.au when making investment and/or financial decisions. WealthHub Securities does not provide 
personal advice to online retail clients. WealthHub Securities receives commission from dealing in securities and from its authorised representatives. 
Introducers of business may directly share in this commission. WealthHub Securities and its associates may hold shares in the companies that it 
distributes research/information on. 

The value of investments and future returns may rise or fall and, at times, returns may be negative. Past performance is not a guarantee of future 
performance. Please note, this material has not been verified by WealthHub Securities. WealthHub Securities does not make any representation or 
warranty as to the timeliness, reliability, accuracy or completeness of the material, nor does it accept any responsibility arising in any way for errors in, 
or omissions from, that material. 
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EC2V 7QQ. Registered in England BR1924. Head Office: 800 Bourke Street, Docklands, Victoria, 3008. Incorporated with limited liability in the State of 
Victoria, Australia. Authorised and regulated by the Australian Prudential Regulation Authority. Authorised in the UK by the Prudential Regulation 
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