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US 20Q14 GDP rebounded to 4.0% QoQ
SAAR, reflecting recovery in motion

Key data:

[ | On QoQ SAAR basis, US 2Q14 GDP rose to 4.0% from -2.1%
(revised up). On YoY basis, GDP grew to 2.4% from 1.9% (revised up)

[ Personal consumption expenditures increased 2.5% QoQ
SAAR, up from 1.2% QoQ SAAR

[ | Nonresidential fixed investment increased 5.5% QoQ SAAR, up
from 1.6% QoQ SAAR

[ Trade continued to drag growth; exports of goods and
services increased 9.5% QoQ SAAR (up from -9.2%), while imports
rose 11.7% QoQ SAAR (up from 2.2%)

[ Federal government consumption expenditures and gross
investment registered at -0.8% QoQ SAAR

[ | 2Q PCE inflation rose to 2.3% YoY, up from 1.4% YoY in 1Q,
but monthly core PCE remained below Fed target

Comment:

The US GDP released confirmed the data published over the last several
months illustrating a rebound of the economy after a weak 1Q attributed to
weather factors. Growth was higher than consensus forecasts, and the
strength was even greater than seen on the surface as the 1Q growth was
also revised up.

By contribution, most subcategories improved from 1Q. Personal
consumption expenditure continued to be the largest contributor to GDP
growth on a QoQ SAAR basis, contributing 1.69 ppt to growth, up from
0.83 ppt. Change in private inventories also contributed significantly in 2Q,
up to 1.66 ppt after dragging 1Q growth by -1.16 ppt. Importantly,
government expenditures also provided a lift of 0.3 ppt in 2Q, after being
negative or zero for 14 of the past 15 quarters.

As we have communicated over the past several months, the US is in the
best shape of the major developed economies. While there are several
weak points such as what was seen in the June new homes market, on a
whole recent data indicates that the recovery is likely to continue. With that
being said, factoring in the base effect, 3Q growth is likely to moderate
slightly. We also caution readers to note that a downward revision of the
2Q numbers is possible, particularly as the 1Q growth was revised down
twice earlier; recovery remains gradual rather than explosive.

Overall, the higher than expected GDP growth and inflation data will raise
the likelihood of an earlier than expected rate hike. In our view, unless
inflation exceeds 2.5% YoY for a sustained period, it will have a limited
impact on the Fed’s decision making process. We view a rate hike in 2Q15
as the likeliest timing currently.
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Chart 3: Core inflation has risen in past months but still

at comfortable range for Fed
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Chart 2: Breakdown of growth showed PCE and

inventories driving growth
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Chart 4: Rapid recent improvement in the labor market
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Rating Definition

OVERWEIGHT Expected to outperform the market index by > 10% over the next 12 months

NEUTRAL Expected to outperform or underperform the market index by 10% or less over the next 12 months
UNDERWEIGHT Expected to underperform the market index by >10% over the next 12 months
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