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On July 29, the U.S. Bureau of Economic Analysis (BEA) released its monthly report on gross domestic product (GDP).  This report included their first estimate – what BEA calls their advance estimate – of GDP for the second quarter of this year.  GDP essentially adds up the total value of goods and services produced across the entire economy.  These quarterly GDP estimates thus provide one of the most comprehensive assessments of the ongoing pandemic recovery.  
According to BEA’s advance estimate, real (i.e., inflation-adjusted) GDP grew at an annual rate of 6.5% in the second quarter.  This follows growth at a 6.3% annual rate in the first quarter.  In historic terms, these are quite high rates of growth.  For example, for the ten years ending with the last quarter of 2019, quarterly GDP growth averaged a 2.2% annual rate.  The largest gain in GDP in any quarter over that 10-year period was a 5.2% annual rate in the second quarter of 2014.  Figure 1 shows quarterly GPD growth for the past five years.  Clearly, the second and third quarters of last year are major outliers and probably will be for the next century or so (hopefully).  Apart from those two extreme values, GDP gains in the most recent two quarters look historically large and positive.

Data Source: U.S. Bureau of Economic Analysis through St. Louis Federal Reserve Bank, FRED online Database.
Figure 1. Quarterly Change in Real Gross Domestic Product
Of course, markets don’t much care how a given economic metric looks relative to history; the market cares how a metric looks compared to current expectations.  In that regard, the second quarter GDP figure was a bit of a disappointment.  Pre-report expectations were for a second quarter figure closer to 9% annual growth in real GDP.  In short, the second quarter showed continuing recovery from pandemic effects but not quite as robust of a recovery as the market was expecting and, no doubt, hoping for.
Among the major components of GDP, government consumption expenditures and gross investment was the weakest.  At the federal level, this class of spending fell by 5% in the second quarter.  A significant decline was to be expected, as a number of COVID-related support programs had begun to phase out.  This decline in government spending was more than offset by a significant gain in spending by consumers.  
Personal consumption expenditures increased by 11.8% in the second quarter.  Spending was up by about the same amount on both goods and services, but those similar figures imply quite different changes in consumer behavior compared to the first quarter of the year.  The 11.6% increase in spending on goods in the second quarter was a significant drop from the first quarter’s increase of over 27%.  The major difference was in spending on durable goods, which posted a 9.9% increase in the second quarter compared to a 50% increase in the first quarter.  Consumer spending on durable goods continued to show historically strong growth in the second quarter, but the gains in spending were far smaller than in the previous quarter.  By contrast, spending on services posted a 12.0% increase in the second quarter compared to just a 3.9% increase in the first quarter.  In other words, while consumer spending, overall, was about the same in the first and second quarters of the year, the mix of spending between goods and services changed significantly.  Spending on goods (particularly durable goods like cars and appliances) slowed down while spending on services (like eating out and going to amusement parks) accelerated.  This suggests a return to a more normal balance of spending by consumers; and any sign of a return to the pre-pandemic normal is a hopeful sign.
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