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US GDP confounds slowdown fears, but
‘job done’ on inflation
Fourth-quarter 2023 GDP growth beat all expectations thanks to strong
consumer and government spending plus a positive contribution from
net trade. First-quarter GDP growth is expected to be weaker based on
business surveys, but the Fed is close to declaring victory on inflation
with the second consecutive 2% quarterly core inflation reading

Strong consumer spending helped fourth-quarter GDP in the US to exceed expectations

3.3% 4Q annualised GDP growth

GDP beats all expectations
US fourth-quarter GDP growth came in at 3.3% quarter-on-quarter annualised, well above the
2% consensus and above every forecast in the Bloomberg survey. The personal consolation is
that at least we were closest (ING predicted 2.5%). The details show consumer spending was
very strong, rising 2.8% while government spending increased 3.3% and non-residential fixed
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investment increased 1.9% with residential investment up 1.1%. Inventories added 0.07
percentage points to growth while net exports added 0.43pp. 

This means the economy grew 2.5% for the full year of 2023, confounding expectations at the
beginning of last year that tighter monetary policy and credit conditions would potentially
lead the economy to fall into recession. That said, a great number today makes it more likely
that first-quarter 2024 GDP will be weaker. Inventories are going to be making a negative
contribution and trade is likely to also swing back to becoming a headwind while consumer
momentum is also slowing somewhat. Investment also looks set to remain subdued based on
business surveys. Early days, but we are pencilling in a 1-1.5% figure for the first quarter – the
current consensus is for GDP growth of just 0.6%.

US real GDP level versus pre-Covid trend

Source: Macrobond, ING

But Job done on inflation
Just to mention that we have confirmation of 'job done' on inflation. The Fed's favoured
measure of inflation – the core personal consumer expenditure deflator – has come in at 2%
annualised for the second quarter in a row. Tomorrow's monthly data will also likely confirm
that the MoM increase has come in below the key 0.17% MoM threshold for the sixth month in
seven – that's the run rate we need to hit over 12 months to get us to 2% year-on-year.

As such the Fed now has huge scope to cut rates. We just think the Fed will wait a little longer
to make sure it is really, really confident it can afford to cut – we expect the first move in May
with 150bp of cuts this year. Neutral rates as described by the Fed are 2.5%, suggesting scope
for 300bp of rate cuts to merely return us to 'neutral'. For the bond bulls who fear a bumpier,
weaker outlook for the economy over the next couple of years, it could be even greater.
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Core personal consumer expenditure deflator (QoQ%
annualised)

Source: Macrobond, ING
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for
information purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms
part of ING Group (being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the
publication is not an investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to
purchase or sell any financial instrument. Reasonable care has been taken to ensure that this publication is not untrue or
misleading when published, but ING does not represent that it is accurate or complete. ING does not accept any liability for
any direct, indirect or consequential loss arising from any use of this publication. Unless otherwise stated, any views, forecasts,
or estimates are solely those of the author(s), as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any
person for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the
Dutch Central Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority
for the Financial Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In
the United Kingdom this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V.,
London Branch is authorised by the Prudential Regulation Authority and is subject to regulation by the Financial Conduct
Authority and limited regulation by the Prudential Regulation Authority. ING Bank N.V., London branch is registered in England
(Registration number BR000341) at 8-10 Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this
report or effect transactions in any security discussed herein should contact ING Financial Markets LLC, which is a member of
the NYSE, FINRA and SIPC and part of ING, and which has accepted responsibility for the distribution of this report in the United
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States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.
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