
US 2016 Q4 GDP 30 January 2017 
 

 1 

US 2016 Q4 GDP 30 JANUARY 2017 
 

 

The US recorded moderate GDP growth in 2016 Q4, including further signs of 
improvement in business investment, while consumption growth remained solid. 
Trade was a major headwind in the quarter, although this was in part due to a 
reversal of the previous quarter’s spike in food exports.  
 
A return to moderate growth in Q4 

US GDP growth slowed in the December quarter to 
0.5% qoq (or 1.9% on an annualised basis). This was 
well down on the previous quarter (0.9% qoq), but 
equal to the average growth experienced over 2016. 

GDP growth moderates in Q4… 

 

…in part due to reversal of Q3 export spike

 

The underlying details were reasonable, with a 
couple of short-term factors affecting growth 
working in opposite directions. Consumption growth 

slowed but was still solid, residential investment 
resumed growing again and business investment 
showed some further improvement. Temporary drags 
on growth came from a fall in power consumption 
and, more importantly, the reversal of last quarter’s 
spike in food exports. However, inventory 
accumulation – which is not a sustainable source of 
growth - was a positive in the quarter.  

Consumption growth slowed for the second quarter 
in a row, to a still solid 0.6% qoq. A slowdown was 
expected as the boost to households from the large 
fall in gasoline prices faded and then partially 
reversed. That said, the slowdown in growth from Q3 
is accounted for by a fall in the ‘housing and utilities’ 
component – large moves in this typically reflect 
unseasonal weather conditions and their impact on 
power consumption. The number of ‘heating days’ in 
Q4 was below average so the underlying trend is 
stronger than the headline figure suggests.  

Business investment turning around 

 

In contrast, business fixed investment growth 
strengthened over the last three quarters, growing by 
0.6% qoq in Q4, although it is only up 0.3% on the 
same quarter a year ago. Equipment investment grew 
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for the first time in over a year and mining structures 
grew for the first time in two years. The latter is 
consistent with the upwards trend in the oil and gas 
rig count, which has continued into 2017. Other non-
residential structure investment declined, but this 
followed very strong growth in Q3.  

Business also accelerated their pace of inventory 
accumulation, which recorded its strongest growth 
for the year. Nevertheless, the pace was still a bit 
below the average of recent years. 

After falling for two consecutive quarters, residential 
investment resumed growing in Q4. Both ‘permanent 
site’ (new construction) and ‘other structures’ (mainly 
selling expenses and renovations) increased. 

Net exports (exports less imports) made a strong 
contribution to growth in Q3, but this was more than 
reversed in Q4. The fall in exports (-1.1% qoq) was 
entirely accounted for by a decline in the foods, feeds 
and beverages category as the recent surge in 
soybean exports unwound. Outside of this category, 
exports grew although at only a subdued rate. At the 
same time, imports grew by their fastest rate in two 
years (2.0% qoq). The ISM surveys suggest, however, 
that the underlying net export trend is not as weak as 
the Q4 data indicate. 

ISM more upbeat on net trade than Q4 accounts

 

On the inflation front, annual headline personal 
consumption expenditure (PCE) inflation increased 
from 1.0% yoy to 1.5% yoy, its highest level since 
September quarter 2014. This largely reflected rising 
energy costs as core PCE inflation (which excludes 
food and energy) was unchanged at 1.7% yoy.  

Assessment 

The advance estimate of 2016 Q4 growth was only a 
little below expectations, and the composition of 
growth provided no great surprises. With growth in 
the quarter equalling the average for the first three 
quarters of the year, it does not change the 
underlying story around the economy. Even this 
moderate level of growth was enough to see a 
further decline in the unemployment rate and some 
lift in core inflation over the course of 2016. 

We expect growth to face some headwinds in coming 
quarters but to strengthen later in the year and into 
the next, assuming the President delivers a fiscal 
stimulus to the economy. For 2017 we are forecasting 
GDP growth of 2.1%, before moving higher in 2018 to 
2.3%. With the US close to full employment, the 
benefits of any stimulus will be limited. 

Current headwinds include the recent appreciation of 
the US dollar (which we think has a bit further to go), 
increases in interest rates (including for mortgages), 
and, to a lesser extent, the recently announced short-
term freeze on federal government hiring.  

Rising oil prices are another headwind as the US is 
still a net importer of energy, although they are 
expected to remain well below their mid-2014 levels. 
Recent increases in oil prices are likely already 
weighing on household consumption. However, 
some businesses will clearly benefit from higher oil 
prices – in particular the energy sector but also 
manufacturers and other businesses that provide 
inputs into the sector, as was apparent in the 2016 Q4 
improvement in business investment. 

Improved consumer and business sentiment since the 
election, as well as the rise in the stock market and its 
associated wealth impacts, will, however, cushion the 
impact on growth from these factors. Measures of 
future manufacturing capital expenditure intentions 
have improved markedly recently. 

As noted above, our forecasts assume that there will 
be a fiscal stimulus this year. We have factored in a 
stimulus of around 1% of GDP starting in the second 
half of 2017, but there is still considerable uncertainty 
about the timing and magnitude. This is not just over 
the size of future tax cuts and infrastructure 
spending, but to what extent the President and 
Congress undertake other measures to offset their 
impact on the budget. 

We have not included any allowance for the US 
imposing additional trade barriers or changes that 
will significantly reduce net immigration; these 
remain as downside risks. 

We are currently projecting that there will be two 
rate increases in 2017 and three in 2018. The risk 
around this projection, however, is that the Fed will 
be more aggressive. With the unemployment rate 
already below the Fed’s longer term level, it is 
possible that the Fed will react quickly to any fiscal 
stimulus once it announced as it is concerned about 
getting behind the curve.  
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U.S. ECONOMIC & FINANCIAL FORECASTS 

 

 

  

Year Average Chng % Quarterly Chng %
2016 2017 2018

 2015 2016 2017 2018 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
US GDP and Components
  Household consumption 3.2 2.7 2.6 2.5 0.7 0.6 0.6 0.5 0.6 0.6 0.6 0.6 0.6 0.5
  Private fixed investment 4.0 0.7 2.9 3.4 0.0 1.0 0.9 0.8 0.9 0.8 0.9 0.8 0.8 0.8
  Government spending 1.8 0.9 1.0 2.0 0.2 0.3 0.3 0.3 0.4 0.5 0.5 0.6 0.6 0.6
  Inventories* 0.2 -0.4 0.2 0.0 0.1 0.2 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
  Net exports* -0.7 -0.1 -0.5 -0.3 0.2 -0.5 -0.1 -0.1 -0.1 -0.1 -0.1 0.0 0.0 0.0
 Real GDP 2.6 1.6 2.1 2.3 0.9 0.5 0.5 0.5 0.5 0.5 0.6 0.6 0.6 0.6

Note: GDP (annualised rate) 3.5 1.9 2.0 1.8 1.9 2.2 2.4 2.5 2.4 2.2

US Other Key Indicators (end of period)
PCE deflator-headline 

Headline 0.4 1.5 2.0 2.2 0.4 0.5 0.6 0.5 0.5 0.5 0.5 0.5 0.6 0.5
Core 1.4 1.7 1.9 2.1 0.4 0.3 0.4 0.5 0.5 0.5 0.5 0.5 0.5 0.5

Unemployment rate - qtly average (%) 5.0 4.7 4.4 4.1 4.9 4.7 4.6 4.5 4.5 4.4 4.4 4.3 4.2 4.1
US Key Interest Rates (end of period)
  Fed funds rate (top of target range) 0.50 0.75 1.25 2.00 0.50 0.75 0.75 1.00 1.00 1.25 1.25 1.25 1.25 1.25
  10-year bond rate 2.27 2.45 2.50 2.75 1.60 2.45 2.40 2.50 2.50 2.50 2.50 2.75 2.75 2.75
   Source: NAB Group Economics
*Contribution to real GDP
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