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The Day Ahead: What's In a GDP Report?

GDP was hotly anticipated this week and rightfully so. The trading reaction
has been the week's most volatile and has carried the most volume.
Paradoxically, the 3.2% vs 2.0% reading resulted in a bond market RALLY
(just the opposite of what anyone would expect from such a big beat). To
understand why this is happening, we need to look more deeply into the
nuances of the report.

Warning! The following table of data is obviously huge and potentially
overwhelming at first glance. I've taken the liberty of highlighting a few key
ingredients. Thered circles are the main sub-headings of the GDP number.
They add up to the 3.2% total (3.18% technically, but the report is always
rounded to the nearest 0.1%). The red circles are unimportant for the
purpose of our conversation today. | just wanted you to see that they are the
broad categories and that the other circles are components inside those
categories.

Speaking of the other circles. The blue ones (health care and inventories)
show big additions to GDP that aren't necessarily economically impressive.
For instance, consider that line 40 shows a 0.65% increase to GDP in today's
3.2% reading while the Q2-2018 report was 1.17% LOWER than it otherwise
would have been due to inventory draw-down. In other words, absent
inventories, Q2-2018's GDP would have been 5.4% versus today's 2.6% (3.2
minus the inventory contribution). Strike one.

As far as health care is concerned, many economists completely ignore this
number when it comes to gauging the strength of the economy because it is
considered relatively inelastic or at the very least not nearly as indicative of
demand and economic growth as other metrics.

The main heading that speaks most to that notion of demand and economic
growth is line 2: Personal Consumption Expenditures. Here we see today's
report with a paltry 0.82% compared to the heavy hitters from 2018 at 2.57%
and 2.37%. In fact, 0.82 is the weakest consumption we've had in the past
several years apart from Q1-2018.

Moving to line 20, food services and accommodations spending was down
0.06%. Contrast this to the higher growth reports in 2018 and 2015 when
that number is over 0.30%. Food/accommodations is a great off-the-beaten
path economic indicator, and it tends to correlate with strong consumption
numbers.
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MBS & Treasury Market Data

Price/Yield
MBS UMBS 6.0 100.14
MBS GNMA 6.0 101.07
10 YR Treasury 4.4970
30 YR Treasury 4.6588

Pricing as of: 5/3 4:39PM EST
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Average Mortgage Rates

Rate Change Points
Mortgage News Daily
30 Yr. Fixed 7.28% -0.09 0.00
15 Yr. Fixed 6.75% -0.07 0.00
30 Yr. FHA 6.70% -0.12 0.00
30 Yr. Jumbo 7.48% -0.07 0.00
5/1 ARM 7.35% -0.07 0.00
Freddie Mac
30 Yr. Fixed 7.22% -0.22 0.00
15 Yr. Fixed 6.47% -0.29 0.00
Mortgage Bankers Assoc.
30 Yr. Fixed 7.24% +0.11 0.66
15 Yr. Fixed 6.75% +0.11 0.64
30 Yr. FHA 7.01% +0.11 0.94
30 Yr. Jumbo 7.45% +0.05 0.56
5/1 ARM 6.64% +0.12 0.87

Rates as of: 5/3

The interest rates provided in this newsletter are national averages from independent data sources. Rate/APR terms may differ from those listed above based on the
creditworthiness of the borrower. All information provided "as is" for informational purposes only, not intended for trading purposes or financial advice.
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Next, let's check out line 27, Fixed Investment. Businesses invest in structures, equipment, software/IP, etc. for all sorts of
reasons. That's added together with inventory building (or draw-down) to arrive at line 26's "gross private domestic
investment" heading. In general, more fixed investment and less inventory building is a stronger sign for the economy.
Today's report is the opposite: low fixed investment and more inventory building.

Apiil 26, 2019
Table 2. Contributions to Percent Change in Real Gross Domestic Product
Seasonally adjusted at annual rates
Line| 2016 2017 | 2018 2015 I 016 [ 2017 I 018 T2018 |Line
z[os[o¢[af [ez[@[ad|ar[az[os[os[ar[ez[@[ad]al
Percent change at annual rate:

1) Gross domestic product 16 22 29| 33 10 04 15 23 19 18 18 30 28 23 22 42 34 22 32| 1

Percentage points af annual rates:
2|Personal consumption expenditures 185 173 1.80| 228 191 152 162 230 179 175 122 195 152 264 036 15!]3 l]J!; )2
3| Goods 077 078 078) 102 081 051 072 1.01 070 058 040 117 086 142 013 116 080 0.54 0 3
4| Durable goods 039 048 039| 065 035 021 023 046 071 050 013 060 054 087 -015 060 026 025 -038) 4
5| Motor vehicles and parts 008 011 006) 033 002 010 001 013 034 025 -022 008 021 040 -035 016 -005 020 -049| 5

6 Fumishings and durable

household equipment 011 012 009) 012 015 011 011 011 013 005 013 014 014 018 003 010 010 -008 -001| &
7 Recreational goods and vehicles 047 019 0.16| 011 018 013 017 020 019 016 019 029 005 022 0143 018 047 005 0143| 7
8| Other durable goods 002 007 009 009 005 006 -0.05 001 006 005 004 010 014 007 004 017 004 008 -002| &
8] Nondurable goods 036 030 039) 037 056 030 049 055 -0.01 008 027 056 032 055 002 056 064 029 024 39

10 Food and beverages purchased
for off-premises consumption 018 012 015 004 006 006 027 036 011 012 006 005 016 029 011 014 016 004 -009| 10
L Clothing and footwear 004 005 007 006 008 003 004 004 007 004 -001 015 004 017 045 018 020 002 0.1 11
12| Gasoline and other energy goods 001 -002 -001| 001 008 -003 014 012 004 005 -003 011 -005 -002 -005 007 -006 005 000 12
13| Other nondurable goods 015 015 0417) 027 033 024 005 027 015 005 025 026 047 012 041 017 033 019 045 13
14| Services 106 095 1.01) 126 1.00 102 090 129 1.09 147 082 079 065 122 049 142 147 142 0396) 14

15|  Household consumption

expenditures (for services) 101 096 085 130 083 083 093 134 078 126 089 082 077 114 024 111 133 072 106 15
16 Housing and utilties 016 008 018 001 028 -003 017 035 026 017 013 036 004 027 007 029 013 022 0.16] 16
17| Health care 046 036 029| 041 048 035 048 084 019 087 025 004 060 028 016 025 054 004 (043p17
18| Transportaticn services 008 007 004) 012 004 010 008 005 011 016 -004 007 007 023 -002 010 000 009 4| 18
19 Recreation services 006 006 002 011 001 026 004 010 015 019 008 001 -005 -005 O 011 -004 004 -007] 19
20 Food services and accommodations 010 003 013 007 015 006 016 005 006 012 -005 004 -001 010036032 -0.13(-0.06])20
7 Financial services and insurance 009 014 005 018 -013 000 -028 019 016 002 038 005 016 011 -006 -001 008 018 2
22) Other senvices 023 023 015 015 009 000 048 022 025 029 024 033 010 031 006 021 030 029 022 2

23|  Final consumption expenditures of
nonprofit institutions serving
households 007 001 0.16) -004 017 019 -0.03 005 031 009 007 -003 0.1 007 025 031 044 040 -0.10| 23
24| Gross output of nonprofit institutions 027 013 020/ -006 006 031 031 044 027 026 007 -019 025 008 009 044 043 007 007| 24
25 Less: Receipts from sales of
goods and senvices by nonprofit

institutions 020 014 003)-002 011 012 035 049 -004 035 014 -016 036 000 -017 013 029 -033 7| 25
%6|Gross private domestic investment -024 081 102 037 -022 .04 031 017 -0.07 130 080 095 147 014 161 -0.07 253 0.66(092) 26
27| Fixed investment 029 081 080) 0.63 051 -0.33 031 046 052 028 1.60 072 044 1.04 134 (.10) 0.1 054 il
28 Nonresidential 006 068 092 027 014 053 016 050 059 000 120 094 045 063 147 035 0731 0.38) 28
2 Structures 016 013 015 005 048 070 012 009 035 004 036 011 -018 004 040 UF3 041 012 62 29
30 Equipment 009 035 044| 005 043 -027 040 001 001 005 050 055 056 056 049 027 021 039 00130
1 Information processing equipment 008 022 018 013 028 009 -012 012 017 014 030 027 020 018 022 020 014 -006 002 31
32 Industrial equipment -0.01 008 006 006 -006 003 -012 005 001 006 007 015 008 006 008 -004 041 007 002( 32
ksl Transportation equipment 010 006 0.0 005 028 -0.27 -0.12 009 021 0.7 002 -007 013 044 020 002 -005 023 01133
34 Other equipment 006 011 009)-019 -0.06 -0.13 004 006 003 002 046 019 045 019 000 009 001 014 -013( M
35| Intellectual property products 031 020 033| 017 018 044 036 039 023 002 033 028 008 003 058 045 025 046 039 35
36| Saftware 014 017 018 007 002 012 018 018 044 013 020 022 020 -005 031 022 0417 018 024 3%
7] Research and development 047 003 013| 007 014 031 018 023 007 016 013 006 -012 006 027 022 007 026 012 37
3 Entertainment, literary, and

artistic originals 001 001 001 003 003 004 001 001 (03 001 000 000 000 001 001 001 001 003 003 38
3| Residential 023 013 -001| 035 037 020 047 004 -006 028 041 -022 002 041 -0.14 005 -0.14 -0.18 011l 39
40| Changein private inventories -0.53 000 0.42[-025 -0.73 -0.70 -0.62 -0.62 -0.59 103 -080 023 1.04 -0.91 027 3 0‘1
41| Fam -0.03 000 -0.01)-006 -003 -0.03 -0.18 0.16 0.02 -0.11 002 003 002 -001 -001 000 -0.04 -0.027VV 4
42| hoofaim 050 000 012(-020 -0.70 -068 D44 078 062 114 078 019 1.02 -08% 028 -1.17 237 014 7| 42
43|Net exports of goods and services -0.30 031 -0.21) -0.01 -1.05 -0.21 -0.36 029 0.03 132 010 0.08 001 -0.89 -002 122 -1.99 -0.08 (1.03) 43
44| Exports -0.01 036 047 048 -0.44 028 -0.31 039 071 044 059 044 042 079 043 112 -062 0.2 4
45|  Goods 003 026 036 054 -039 040 000 026 056 -024 033 033 017 083 026 106 -0.72 010 037 45
48| Services 004 010 011)-006 -0.05 012 -0.31 013 0.3 020 026 011 025 -004 018 007 0.0 011 008( 46
47| Imports -0.28 067 -0.68| -0.49 -0.61 0.07 -0.06 -0.10 -0.68 -0.88 -0.69 -0.36 -0.41 -1.68 -045 0.0 -1.37 -0.30 058( 47
48| Goods 047 055 -059) -044 -0.38 047 006 041 047 073 057 028 -029 -162 -030 006 -124 006 056( 48
48| Services 041 012 -0.09| -005 -023 -0.10 -0.12 0.02 021 -0.15 012 009 012 -0.06 -0.15 004 -0.12 -024 002] 48
50 i

expenditures and gross investment 025 001 026) 070 033 0.42 060 .15 047 003 -043 001 018 041 027 043 0.4 -007(041)%0

Taken together, the message is clear: this was a great GDP headline, but it had a much weaker profile of internal components
than the headline suggested. As such, we can actually reconcile the bond market rally this morning. As to why stocks are
rallying, what can | say... | feel like the average big bond trader is a lot more interested in these internals and the average
trader contributing to the stock market's movement is just looking at the 3.2%.
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Responsive service, experienced expertise

I've dedicated my 22 year mortgage career to client education, superior service, and honest answers. The lending landscape
has changed dramatically the past few years, and continues to do so. My job is to ensure client partners' loans close quickly,
without surprises, and | take that responsibility very seriously. Referrals are a responsibility | appreciate; they're a measure
of trust, and that trust must be earned every day, on every referral.

Ted Rood
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