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Chart 1 -- Real Gross Domestic Product
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The Advance estimate of the first quarter GDP came in slightly below what 
had been expected.  As we noted in the last edition of the reports, the real 
news was in the composition of the change. 
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Chart 2 -- Contributions to Percent Change in Real Gross 
Domestic Product

Percentage Points at Annual Rates
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Three things caught our eye: (1) Personal Consumption 
(PCE) changed sign. (2) The decline in Investment 
(GPDI) steepened. (3) Exports (EXP) and Imports (IMP) 
were both down sharply. But, the drop in Imports, as you 
see here, is reported as a plus to GDP growth.  We will 
explain why in a moment.
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Chart 3 -- Contributions to Percent Change in Real Gross Domestic 
Product from Personal Consumption Expenditures (PCE)

Percentage Points at Annual Rates
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The reversal of the sign on the growth rate of PCE stemmed from rises in 
all the components of Durable Goods and the slowing of the decline in 
Food.  This pattern suggests that consumers have may begun to recover 
from the combined effects of the energy price spike and the drop in 
employment. More specifically, I read this as the end of weakness rather 
than the beginning of strength.  But, you have to stop going down before 
you can start going up. 
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Chart 4 -- Real Gross Domestic Product

Percent Change from Prior Quarter at Seasonally Adjusted Annual Rate
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This chart, and those like it that will follow, shows what 
GDP growth would have been over the past nine quarters if 
we take out the contribution from the sector under 
consideration.The term “Headline GDP” refers to the figure 
as reported by the Bureau of Economic Analysis.  Here we 
see that the profile of GDP growth was little changed by 
taking out the consumer sector.  
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Chart 5 -- Contributions to Percent Change in Real Gross Domestic 
Product from Gross Private Domestic Investment (GPDI)

Percentage Points at Annual Rates
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The news from the investment sector of the economy was 
grim, with the pace of decline steepeing in the four major 
components of GPDI.  Nonresidential construction and 
spending on plant and equipment were down sharply.  But 
the big news was in inventories, where the pace of 
liquidation accelerated sharply. About a third of the drop in 
inventories occurred in motor vehicles, and another third 
was in other durable goods.  Such events are normal at this 
stage of recessions, and the fact that stocks are being 
depleted will help to bring about the conditions in which 
stocks will have to be rebuilt.
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Chart 6 -- Real Gross Domestic Product

Percent Change from Prior Quarter at Seasonally Adjusted Annual Rate
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This chart should help to explain why we included them in this analysis.  
If we take out GPDI, the growth rate of GDP is positive in 2009:Q1.  In 
fact, if we take out GPDI we hardly have a recession.
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Chart 7 -- Contributions to Percent Change in Real Gross Domestic 
Product from Exports (EXPORTS)

Percentage Points at Annual Rates
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The configuration of this chart 
was no surprise as it reflects 
the weakness in global 
economic activity.  That being 
the case, we don’t expect to 
see much improvement here 
until conditions improve 
overseas.
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Chart 8 -- Real Gross Domestic Product
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The removal of the export sector does not have as dramatic an 
effect on the adjusted GDP growth rate as did that of GPDI.  
But it is worth noting that the performance of this sector could 
act as a drag on overall growth as the process of recovery gets 
underway.
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Chart 9 -- Contributions to Percent Change in Real Gross Domestic 
Product from Imports (IMPORTS)

Percentage Points at Annual Rates
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We promised you an 
explanation about why the 
decline in imports is helping 
GDP growth.  As you know, 
imports are subtracted from 
GDP.  Because imports are 
declining in absolute terms, 
you get a positive effect from 
a negative negative.  Just to 
be clear as to what this chart 
is telling us: the drop in 
imports contributed 6.05 
percentage points to the GDP 
growth rate.
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Chart 10 -- Real Gross Domestic Product
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What this means is that without the contribution from imports, GDP 
declined at 12.15% annual rate in Q1.  In other words, all of the 
domestic activity was, as the employment numbers suggested, in free 
fall!  Now, this has some important implications for the profile of growth 
going forward.  When imports stop dropping, and they will, the sign on 
this term will go back to its normal negative, and when it does, it will 
expose the true growth rate of the domestic economy.  We had best 
hope that GPDI has gotten back on track by the time the positive effect 
of negative import growth wears off.
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Chart 11 -- Contributions to Percent Change in Real Gross Domestic 
Product from Government (GOVERNMENT)

Percentage Points at Annual Rates
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Now, take a deep breath and look at the range of the vertical 
scale on this chart.  The bottom is -1%.  On the last chart it was 
-12%.  The contributions to GDP from the GOVERNMENT 
sector have been quite small. (No cracks from the conservative 
or liberal peanut galleries please.) The slower pace of Federal 
spending has more to do with the fiscal year than anything else.  
We suspect this number will get larger as the stimulus money 
works its way through the system.  The drop in State and Local 
spending, however, does reflect the stress that most entities 
are under because of flagging revenues.
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Chart 12 -- Real Gross Domestic Product

Percent Change from Prior Quarter at Seasonally Adjusted Annual Rate
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As just noted, taking the GOVERNMENT contribution out of the equation 
does almost nothing to the GDP growth profile.  This chart may come in 
handy in a few months when we are trying to assess the effects of 
stimulus package.
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Chart 13 -- What does  all this portend for the Recovery?

The composition of the numbers we just got suggests that we may be setting up to form a bottom.  We reserve final 
jugement on that point until we see the revisions that will be published next month.  As you know, this version of the 
report includes estimates made by the Bureau of Economic Analysis on inventory growth and export and import 
activity.  We get the actuals in about three weeks, and when those are published we will be able to see if what this 
report told us holds up.

But, in the interest of looking at the profile of GDP growth around cycle troughs, we put together the next chart that 
was made by taking the GDP growth figures in the two periods before the trough quarter of each of the eight troughs 
since 1958 and sorting them from high to low while computing the average growth rate in each of the nine periods on 
the horizontal scale. So, what you will see on the chart is a bar in each quarter, the high and low values of which are 
the highest and lowest growth rates recorded at that point around each trough.  The red hash mark is the average.

As you can see the range in the growth rate in the two periods in front of the cycle trough is large, but the average is 
near zero.  In the periods immediately following the trough the growth rates are somewhat less spread out, and the 
average is strongly positive. The negative readings you see on the right side of the chart stem from the double-dip 
recessions of 1980 and 1981.  

As you might suspect, I have been constructing charts like this one for all of the categories of GDP and when I am 
finished I will share the results with you.  For now we can say that the current profile of the data is starting to look like 
those seen in prior recessions about two quarters before the turn.

As you also suspect, my motivation for doing this research is not completely disinterested.  I am looking for evidence 
to back up the claim made late last year by the Aggregate Spread that the economy would turn up some time in the 
second half of 2009.  Now, I can hear you saying that there is a growing consensus among forecasters around that 
outlook.  But, I hasten to add, they were not saying that six months ago, and I was.

I have attached a copy of the full contributions table.  Comments and suggestions are always welcome.  

)

)

)

)

)

)
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Chart 14 -- Real Gross Domestic Product
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Table 2. Contributions to Percent Change in Real Gross Domestic Product

2006 2007 2008

Seasonally adjusted at annual rates

2005 2006 2007 2008 2009

II III IV I II III IV I II III IV I II III IV I

Percent change at annual rate:
Gross domestic product ............................... 2.8 2.0 1.1 2.6 3.8 1.3 4.8 2.7 0.8 1.5 0.1 4.8 4.8 –0.2 0.9 2.8 –0.5 –6.3 –6.1

Percentage points at annual rates:
Personal consumption expenditures............... 2.13 1.95 0.16 2.50 2.59 0.94 2.86 1.88 1.52 2.55 2.71 1.42 1.44 0.67 0.61 0.87 –2.75 –2.99 1.50

Durable goods................................................ 0.36 0.38 –0.33 0.95 0.44 –1.02 1.37 0.14 0.27 0.33 0.71 0.40 0.19 0.03 –0.33 –0.21 –1.16 –1.67 0.61
Motor vehicles and parts.............................. –0.09 0.07 –0.42 0.53 0.15 –1.59 0.53 0.06 0.06 0.01 0.30 0.05 –0.22 –0.03 –0.35 –0.64 –0.83 –1.13 0.44
Furniture and household equipment ............ 0.35 0.24 0.10 0.29 0.37 0.41 0.55 0.15 0.20 0.23 0.34 0.17 0.26 0.11 0.05 0.39 –0.25 –0.25 0.12
Other ............................................................ 0.10 0.08 –0.01 0.13 –0.08 0.17 0.29 –0.06 0.00 0.09 0.07 0.17 0.15 –0.06 –0.04 0.04 –0.08 –0.29 0.05

Nondurable goods ......................................... 0.74 0.50 –0.13 0.83 0.59 0.93 0.85 0.62 0.46 0.62 0.71 0.40 0.25 0.05 –0.08 0.80 –1.57 –1.97 0.26
Food............................................................. 0.38 0.18 –0.02 0.29 0.45 0.37 0.50 0.43 0.10 0.20 0.12 0.27 0.03 0.27 0.13 0.40 –0.75 –1.52 –0.08
Clothing and shoes ...................................... 0.16 0.13 0.01 0.27 0.00 0.35 0.18 0.02 0.14 0.12 0.25 0.08 0.12 –0.09 0.08 0.28 –0.38 –0.24 0.10
Gasoline, fuel oil, and other energy goods... –0.05 0.02 –0.14 0.09 0.02 –0.04 –0.17 –0.11 0.03 0.03 0.13 –0.07 –0.01 –0.05 –0.18 –0.20 –0.45 0.23 0.13
Other ............................................................ 0.25 0.17 0.02 0.17 0.11 0.25 0.33 0.27 0.19 0.26 0.22 0.12 0.11 –0.08 –0.10 0.33 0.01 –0.43 0.12

Services .......................................................... 1.02 1.07 0.62 0.72 1.55 1.02 0.64 1.12 0.79 1.61 1.29 0.62 1.00 0.59 1.02 0.28 –0.03 0.66 0.63
Housing........................................................ 0.34 0.16 0.10 0.36 0.39 0.35 0.37 0.31 0.25 0.22 0.12 0.09 0.08 0.12 0.05 0.18 0.08 0.04 –0.01
Household operation.................................... –0.02 0.07 –0.01 0.02 0.15 –0.01 –0.42 0.26 0.10 0.03 0.08 0.02 0.06 0.09 0.07 –0.17 –0.33 0.31 0.32

Electricity and gas .................................... –0.05 0.03 –0.04 0.00 0.12 –0.04 –0.42 0.20 0.05 –0.01 0.07 –0.04 0.02 0.01 0.11 –0.19 –0.38 0.29 0.31
Other household operation....................... 0.03 0.04 0.02 0.01 0.04 0.03 0.01 0.06 0.05 0.04 0.00 0.06 0.04 0.08 –0.05 0.02 0.05 0.02 0.01

Transportation .............................................. 0.05 0.05 –0.02 0.02 0.02 0.01 0.08 0.08 0.03 0.10 0.03 0.04 0.06 –0.02 0.04 –0.08 –0.06 –0.17 –0.14
Medical care................................................. 0.31 0.35 0.43 0.37 0.48 0.39 0.37 0.15 0.07 0.35 0.63 0.13 0.45 0.48 0.59 0.35 0.31 0.38 0.25
Recreation.................................................... 0.09 0.13 –0.02 0.02 0.04 0.04 0.08 0.04 0.18 0.36 0.06 0.08 0.07 –0.01 –0.14 0.04 –0.04 –0.03 0.07
Other ............................................................ 0.24 0.31 0.14 –0.08 0.46 0.24 0.16 0.27 0.15 0.55 0.37 0.27 0.28 –0.08 0.40 –0.03 0.02 0.14 0.14

Gross private domestic investment ................. 0.35 –0.90 –1.02 –0.86 0.69 1.98 1.15 –0.02 –0.92 –2.68 –1.63 0.94 0.54 –1.93 –0.89 –1.74 0.06 –3.47 –8.83
Fixed investment............................................ 0.32 –0.50 –0.76 1.21 0.88 0.41 1.39 –0.40 –0.81 –1.27 –0.57 0.47 –0.15 –0.97 –0.86 –0.25 –0.79 –3.36 –6.04

Nonresidential .............................................. 0.77 0.52 0.17 0.64 0.64 0.40 1.62 0.71 0.59 –0.09 0.33 1.07 0.91 0.36 0.26 0.27 –0.19 –2.56 –4.68
Structures................................................. 0.23 0.40 0.39 –0.04 –0.26 0.05 0.42 0.54 0.42 0.08 0.35 0.57 0.65 0.29 0.30 0.64 0.36 –0.38 –2.13
Equipment and software .......................... 0.54 0.13 –0.22 0.68 0.90 0.35 1.20 0.16 0.17 –0.18 –0.02 0.50 0.26 0.07 –0.04 –0.37 –0.55 –2.18 –2.55

Information processing equipment and 
software ............................................ 0.32 0.34 0.18 0.31 0.36 0.33 0.61 0.15 0.34 0.04 0.57 0.41 0.31 0.37 0.27 0.30 –0.16 –0.92 –0.69
Computers and peripheral 

equipment ..................................... 0.15 0.11 0.05 0.12 0.09 0.22 0.16 0.17 0.13 0.02 0.17 0.09 0.12 0.12 0.10 0.08 –0.16 –0.28 –0.10
Software............................................ 0.06 0.15 0.08 0.16 0.04 0.10 0.03 0.02 0.07 0.14 0.21 0.22 0.10 0.16 0.16 0.04 –0.08 –0.23 –0.28
Other................................................. 0.11 0.08 0.05 0.03 0.23 0.02 0.41 –0.04 0.14 –0.11 0.19 0.09 0.09 0.10 0.00 0.18 0.08 –0.42 –0.31

Industrial equipment ............................. 0.07 0.02 –0.06 –0.04 0.19 0.19 –0.07 0.25 –0.12 –0.02 –0.10 0.34 –0.04 –0.20 0.01 –0.05 –0.12 –0.19 –0.70
Transportation equipment..................... 0.09 –0.17 –0.32 0.24 0.31 –0.24 0.52 –0.25 0.06 –0.15 –0.21 –0.32 –0.07 –0.18 –0.16 –0.58 –0.47 –0.75 –0.65
Other equipment................................... 0.05 –0.07 –0.02 0.17 0.04 0.07 0.15 0.02 –0.12 –0.05 –0.28 0.07 0.06 0.08 –0.16 –0.04 0.20 –0.31 –0.50

Residential ................................................... –0.45 –1.02 –0.93 0.57 0.25 0.01 –0.23 –1.11 –1.40 –1.18 –0.91 –0.60 –1.06 –1.33 –1.12 –0.52 –0.60 –0.80 –1.36
Change in private inventories....................... 0.03 –0.40 –0.26 –2.07 –0.19 1.56 –0.24 0.38 –0.11 –1.41 –1.06 0.47 0.69 –0.96 –0.02 –1.50 0.84 –0.11 –2.79

Farm............................................................. –0.03 0.04 0.02 0.14 0.19 –0.15 0.02 –0.24 0.00 0.12 –0.07 0.14 –0.08 0.47 –0.17 –0.14 0.01 0.06 0.05
Nonfarm ....................................................... 0.06 –0.44 –0.28 –2.20 –0.39 1.71 –0.26 0.62 –0.12 –1.52 –0.99 0.33 0.77 –1.43 0.15 –1.36 0.83 –0.17 –2.84

Net exports of goods and services.................. –0.02 0.58 1.40 0.79 –0.07 –1.26 0.09 0.59 –0.12 1.33 –1.20 1.66 2.03 0.94 0.77 2.93 1.05 –0.15 1.99
Exports ........................................................... 0.96 0.95 0.76 0.89 0.04 1.09 1.70 0.58 0.39 1.66 0.06 1.01 2.54 0.53 0.63 1.54 0.40 –3.44 –4.06

Goods .......................................................... 0.73 0.59 0.51 0.98 –0.06 0.91 1.27 0.49 0.28 0.78 0.15 0.55 1.66 0.43 0.39 1.39 0.34 –3.38 –3.68
Services ....................................................... 0.23 0.36 0.25 –0.09 0.10 0.18 0.42 0.09 0.11 0.87 –0.09 0.46 0.88 0.10 0.24 0.15 0.06 –0.06 –0.38

Imports ........................................................... –0.98 –0.37 0.64 –0.10 –0.11 –2.35 –1.61 0.01 –0.51 –0.33 –1.25 0.65 –0.51 0.40 0.14 1.39 0.65 3.29 6.05
Goods .......................................................... –0.82 –0.25 0.65 –0.10 –0.14 –2.18 –1.18 –0.04 –0.51 0.13 –1.14 0.59 –0.34 0.38 0.29 1.14 0.74 3.09 5.89
Services ....................................................... –0.16 –0.12 –0.01 0.00 0.03 –0.17 –0.43 0.05 0.01 –0.46 –0.11 0.06 –0.17 0.02 –0.15 0.25 –0.09 0.20 0.16

Government consumption expenditures and 
gross investment ........................................... 0.32 0.40 0.57 0.17 0.65 –0.34 0.72 0.23 0.32 0.30 0.17 0.77 0.75 0.16 0.38 0.78 1.14 0.26 –0.81
Federal ............................................................ 0.16 0.11 0.43 0.08 0.66 –0.53 0.66 –0.11 0.13 0.12 –0.26 0.47 0.51 –0.04 0.41 0.47 0.97 0.52 –0.32

National defense .......................................... 0.08 0.12 0.35 0.18 0.56 –0.73 0.39 0.09 –0.04 0.32 –0.29 0.40 0.48 –0.04 0.34 0.36 0.85 0.18 –0.35
Consumption expenditures....................... 0.04 0.11 0.27 0.06 0.45 –0.70 0.40 –0.02 0.00 0.14 –0.08 0.28 0.45 –0.06 0.31 0.15 0.72 0.17 –0.24
Gross investment ..................................... 0.04 0.01 0.08 0.12 0.11 –0.02 –0.01 0.11 –0.05 0.18 –0.21 0.12 0.03 0.02 0.04 0.21 0.14 0.01 –0.10

Nondefense.................................................. 0.08 0.00 0.08 –0.11 0.10 0.20 0.27 –0.20 0.17 –0.20 0.03 0.07 0.03 0.01 0.06 0.11 0.12 0.34 0.03
Consumption expenditures....................... 0.05 0.00 0.06 –0.12 0.03 0.10 0.22 –0.14 0.15 –0.20 0.06 0.02 0.03 –0.02 0.06 0.08 0.11 0.21 0.12
Gross investment ..................................... 0.03 0.00 0.02 0.01 0.07 0.10 0.05 –0.07 0.03 0.01 –0.04 0.05 –0.01 0.02 0.01 0.03 0.00 0.14 –0.09

State and local ............................................... 0.16 0.28 0.14 0.10 –0.01 0.19 0.06 0.34 0.19 0.18 0.43 0.30 0.24 0.19 –0.03 0.31 0.17 –0.25 –0.49
Consumption expenditures....................... 0.16 0.20 0.13 0.02 0.06 0.09 0.23 0.16 0.24 0.23 0.20 0.17 0.15 0.15 0.14 0.12 0.11 0.00 –0.05
Gross investment ..................................... 0.00 0.09 0.01 0.08 –0.07 0.10 –0.18 0.18 –0.05 –0.06 0.24 0.13 0.09 0.04 –0.18 0.19 0.06 –0.25 –0.44

Addenda:
Goods .............................................................. 1.67 0.97 0.31 1.49 1.68 0.65 3.40 1.84 0.51 0.42 –0.80 3.08 2.71 0.01 0.29 1.49 –1.29 –6.16 –2.47
Services........................................................... 1.35 1.61 1.32 0.59 2.23 0.52 1.48 1.26 1.29 2.19 1.26 1.61 2.35 0.79 1.62 1.02 0.87 1.17 0.23
Structures ........................................................ –0.24 –0.55 –0.52 0.54 –0.06 0.15 –0.07 –0.42 –1.00 –1.10 –0.41 0.09 –0.30 –0.97 –1.03 0.32 –0.09 –1.35 –3.91
Motor vehicle output ........................................ –0.03 –0.03 –0.50 0.24 0.76 –1.22 0.59 –0.34 0.40 –0.65 0.10 0.13 0.47 –0.86 –0.41 –1.01 0.16 –2.01 –1.36
Final sales of computers.................................. 0.15 0.13 0.12 0.22 0.07 0.21 0.16 0.15 0.04 0.20 –0.03 0.21 0.28 0.14 0.05 0.17 –0.01 –0.02 0.05

See “Explanatory Note” at the end of the tables.
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