
 

 

 

 

 

Monday, April 29th, 2019 

“Q1 G.D.P. beats expectations helped by a jump in inventories” 

At initial glance, first quarter gross domestic product (G.D.P.) showed a very healthy 3.2% expansion in the 
first three months of 2019. That was well above the 2.3% average economist estimate and the 2.2% growth 
rate from the fourth quarter of 2018. 
 
Digging a little deeper, the underlying growth of the economy was not nearly as impressive as this figure 
would indicate. Output was supported by a sharp jump in inventories (contributing 0.7%) and government 
spending, which are less indicative of underlying economic momentum. Exports also expanded at a 3.7% 
rate while imports contracted, an indication of better trade, but not better overall growth. Stripping out the 
government, trade and inventory swings, the core of the economy grew at a 1.3% annual rate. That was half 
the pace of the fourth quarter. 
 
So in some sense, the market was right in sniffing out a slowdown in the global economy; however, the 
reaction was likely overdone as to the magnitude of the slowdown. The U.S. continues to lead the way for 
developed nations, but the mixed bag of earnings reports in recent weeks has shown evidence of demand 
softness. We would expect the second quarter to give back some of the transitory benefits of the Q1 report.  
 
Another takeaway from the first quarter report was that the core personal consumption expenditures 
(PCE) deflator, the Fed’s preferred inflation gauge, rose at just a 1.27% annual rate in the first quarter and 
1.68% year-over-year. Below target inflation levels is one of the reasons the Trump administration feels a 
rate cut from the Fed still makes sense despite healthy financial markets and a growing economy. 
 

 
 

 



Regardless, investors should embrace this ‘goldilocks’ economy. The economy is now warm enough that 
fears of an earnings-crushing recession have cooled, but not so hot that the Federal Reserve can justify 
moderating tightness in monetary policy. Stocks have benefited from this sentiment reversion with the S&P 
500 setting a new all-time closing high last week, finally eclipsing the previous high from September 20th. 
The tech-heavy Nasdaq Composite also set its own all-time high on Friday while the Dow Jones Industrial 
average fell just short of its closing record.   
 
Investors have bid stocks up this year despite earnings estimates continuing to contract. The S&P 500 is on 
pace for a 2.3% year-over-year decline in earnings in Q1 as profit margins contract for the first time since 
20161. On the plus side, revenues have so far grown 5.1% for those S&P 500 companies that have reported 
Q1 results. Investors may be more content with healthy topline growth and the relative earnings yield 
offered by stocks as compared to prevailing interest rates. 
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