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The Advance Report for second quarter economic growth again raised the issue of the quality of the data released. The Bureau of Economic Analysis
reported Real GDP growth of only 1.2% for the quarter, well below consensus forecasts of 2.6% and our forecast of 2.9%. According to the BEA,
personal consumption expenditures increased by 4.2% as compared to 1.6% in the first quarter. This sector represents 68% of total Real GDP. The
drag on growth was centered in the business sector, with inventories declining by $13.0 billion and business fixed investment dropping by 9.7%. This
data means future growth will be much higher. Rapid consumption was met with companies selling out of inventory and not increasing production.
That will not last long as sales opportunities will be lost due to lack of product. The BEA also reported a decline in residential investment, which is in
conflict with the monthly housing data for the quarter. Home sales rebounded to new post recession highs and housing starts and building permits
were up each month in the quarter.

We anticipate large revisions to this sector data in the revised data over the next two months. In addition to the confusing data, the BEA also issued
their annual revision to past data to include more complete results. For example, the first quarter of 2015 was revised from 0.4% to 2.0% growth. The
BEA also changed methodological approaches to seasonal adjustment factors to compute growth. This is an admission the nature of spending and
investment has changed over the past few years, and was not being fully captured with the old adjustments. Finally, the trade deficit was less of a
drag than the first quarter with exports increasing more than imports. The headline number was surprising, but the underlying sector data reflected a
much stronger economy.

We do anticipate large upward revisions to this data. The FOMC met last week and did not change monetary policy. The statement released did
indicate risks to the economy had diminished, but the Fed did not move more hawkish as was expected. They remain cautious, but the statement did
bring the possibility of a September rate hike back into play. This week will see the release of the July employment data. Job growth has been very
volatile with growth of only 11,000 in May and a huge jump of 287,000 in June. This report should provide some evidence of whether the May data or
the June data was the anomaly. The consensus is expecting growth of 185,000 to be reported for July, which would indicate May was the anomaly.
All of the data due out this week is not expected to drive market interest rates. The data in total is not pointing to any real change in either the job
market, inflation or economic growth from that which has existed over the past four years.
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