
Knotted supply chains and an escalation in Covid-19 cases during the summer 
months slowed economic growth in the third quarter to the weakest GDP reading 
in five quarters. The +2.0% quarterly annualized reading fell short of the +2.6% 
Bloomberg median forecast and was well below the +6.7% growth pace in the 
second quarter. 
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Source: U.S. Census Bureau.

Personal consumption, which historically contributes around two-thirds of U.S. GDP 
growth, rose by just +1.6% following a +12% surge the previous quarter. Breaking 
down this key component indicates consumers decreased their spending on goods 
during the quarter and increased spending on services. This is a direct reflection of 
shrinking goods inventories. However, since GDP is measured on a quarter-over-
quarter basis (and then annualized), the inventory component actually added +2.1 
percentage points to headline GDP. If inventory accumulation were extracted from 
the headline, growth would be negative. Real final sales (which exclude inventories) 
fell -0.1% after rising +8.1% in Q2. 

According to a statement by the Bureau of Economic Analysis (BEA), the decline 
in goods primarily reflected lower spending on motor vehicles and parts, which 
subtracted an enormous 2.4 percentage points from the headline. Motor vehicle 
output had dropped -41.6% during the quarter as many chip-starved factories 
halted production. The BEA noted that the rise in service spending, which added 3.4 
percentage points to the overall number, resulted mostly from increased spending 
on international travel, transportation services and health care. The apparent fact 

According to a statement by the 
Bureau of Economic Analysis (BEA), 
the decline in goods primarily 
reflected lower spending on motor 
vehicles and parts, which subtracted 
an enormous 2.4 percentage points 
from the headline.

Since housing, like auto production, 
isn’t suffering from a lack of demand, 
it’s reasonable to expect a pickup at 
some point. Exactly where that point 
is, is the big question. 

GDP Wilts as Consumers Find Fewer Goods to Purchase

Please see disclosure starting on page 3.

Economic Commentary

Page 1

October 28, 2021

Scott McIntyre, CFA
HilltopSecurities Asset Management

Senior Portfolio Manager
Managing Director

512.481.2009
scott.mcintyre@hilltopsecurities.com

Greg Warner, CTP
HilltopSecurities Asset Management

Senior Portfolio Manager
Director

512.481.2012
greg.warner@hilltopsecurities.com



that services are waking up despite the Covid cloud is one of few bright spots in the 
report. 

Residential investment (housing) subtracted almost -0.4 from the overall number 
in the third quarter after subtracting -0.6 in Q2. Since housing, like auto production, 
isn’t suffering from a lack of demand, it’s reasonable to expect a pickup at some 
point. Exactly where that point is, is the big question. Fed Chairman Powell will try to 
answer that question in next week’s FOMC meeting. Last week, Powell indicated that 
bottlenecks will persist well into next year. 

Government spending contributed +0.14 percentage points to the overall number, 
with state and local government spending adding +0.46 percentage points while 
federal government spending subtracted -0.33. 

With imports at a record high, the trade deficit subtracted -1.1 percentage points 
from the headline. 

The personal consumption expenditures price index (which excludes food and 
energy cost) rose an annualized +4.5% after a +6.1% increase in the previous quarter. 
Since GDP is measured on an inflation-adjusted basis, a good portion of the weak Q3 
headline can be blamed on higher prices. 
BEA data showed personal savings slipped from $1.9 trillion to $1.6 trillion in Q3, 
bringing the personal saving rate down from 10.5% to 8.9%, still historically high. 
As the holiday shopping season approaches, Americans will have ample spending 
capacity, but very limited choices. This suggests fewer sales, higher prices and 
elevated inflationary pressure for months to come. 

On a related note, the most recent Atlanta Fed GDPNow model had estimated a 
+0.2% initial GDP reading. Unless there are big downward revisions on the horizon, 
this was another huge miss. The New York Fed decided in September to halt the 
release of its GDP NowCast model primarily because it wasn’t working. The fact that 
some of the nation’s best economists have lost their way suggests that market forces 
are being overwhelmed by unprecedented monetary and fiscal policy on a global 
scale. 

In general, slower growth decreases the Fed’s urgency to tighten interest rates. As a 
result, the short end of the yield curve has rallied a bit (yields slightly lower inside of 5 
years) while stocks are up in early trading. 
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Market Indications as of 10:39 A.M. Central Time 
DOW Up 194 to 35,684 (HIGH: 35,757) 

NASDAQ Up 177 to 15,413 (NEW HIGH)

S&P 500 Up 37 to 4,589 (NEW HIGH) 

1-Yr T-bill current yield 0.11%; opening yield 0.11%

2-Yr T-note current yield 0.47; opening yield 0.50%

3-Yr T-note current yield 0.74%; opening yield 0.77%

5-Yr T-note current yield 1.15%; opening yield 1.16%

10-Yr T-note current yield 1.55%; opening yield 1.54%

30-Yr T-bond current yield 1.96%; opening yield 1.94%
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