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US GDP growth beats expectations, but
fails to dent the market’s faith in rate
cuts

The US economy grew at a faster than expected 2.8% annualised rate
in the second quarter and core inflation was also a little hotter than
expected. The economy is facing more challenges in the second half
of the year and with the Fed sounding more relaxed on the path
ahead for inflation, we expect a growing focus on activity to deliver
rate cuts from September
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GDP and inflation beat expectations

We've had a pretty solid set of US activity numbers today, but it isn't having a major impact on
market expectations for rate cuts, which are increasingly being seen as a done deal. GDP grew an
annualised 2.8% in second quarter 2024, a little above our 2.5% forecast and more so against the
2% consensus figure while the core PCE deflator, the Fed's favoured inflation measure, rose 2.9%
annualised versus the 2.7% expectation.

This latter figure, which is an improvement on the 3.7% jump in the first quarter, implies that
tomorrow's month-on-month core PCE deflator will be 0.28% MoM, which seems unlikely based off
the inputs from CPI and PPI so we suspect it will also involve upward revisions to the previous
couple of months - originally reported as 0.26% and 0.08% MoM - but would still generate
numbers consistent with delivering 2% year-on-year inflation over time.
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Second-half 2024 to experience slower growth, weaker inflation
and rate cuts

In terms of the GDP detail, consumer spending rose 2.3% versus 1.5% in the first quarter, but this is
still well down on the 3% rate averaged through the second half of 2023. Equipment investment
jumped 11.6% after a very weak run with government spending increasing 3.1% and the increase
in inventory building contributing 0.82 percentage points to the headline growth rate. On the
negative side residential investment contracted and net trade subtracted 0.72pp from GDP growth
as imports outpaced exports yet again. This is a decent rebound after the first quarter's subdued
growth of 1.4%, but the challenges for the economy are building.
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Business surveys are tracker much weaker versus GDP growth
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Consumer spending is set to slow further in the second half of the year (weak real disposable
income growth, reduced support from pandemic-era savings, rising loan delinquencies as the cost
of credit bites harder and harder), while the investment climate will also be more challenging with
firms looking more cautious at the outlook (weakening hiring and capex intentions, while slowing
home sales points to more weakness in residential construction). Business surveys certainly point
to a weakening outlook with today's numbers not swaying the market from their belief in a
September Fed rate cut.

Author

James Knightley
Chief International Economist, US
james.knightley@ing.com

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

Article | 25 July 2024


mailto:james.knightley@ing.com

THINK economic and financial analysis

Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BRO00341) 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 States under applicable requirements.

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

Article | 25 July 2024


https://www.ing.com

