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Executive summary: U.S. economic growth rose 2.0% on an annualized basis in the third 

quarter, dramatically slower than the second quarter pace of 6.7%. Supply chain bottlenecks 

within the automotive industry dented third quarter growth by a massive 2.4 percentage 

points. Excluding autos, third quarter gross domestic product (GDP) would have been a more 

palatable, albeit slower, 4.4%. Otherwise, growth cooled as a result of the delta variant.  

The growth scare of the third quarter is now in the rear-view mirror. The softness due to the 

delta variant has already passed and a wide range of economic data activity has 

reaccelerated. More importantly, overall demand is strong and consumers remain on solid 

footing, supported by strong wage and income growth. But wage gains are a double-edged 

sword – they will drive economic growth modestly higher in the next year or more, but they 

push inflation higher as well. 

Above the pre-pandemic level of GDP, but pace slowed  

Third quarter growth was 2.0% on an annualized pace, missing consensus expectations of 

2.6%, though estimates were roughly cut in half in the past month as weaker data trickled in. 

That compares to second quarter growth of 6.7%.   

 
 
Data source: Truist IAG, Bureau of Economic Analysis;  
Figures shown are inflation-adjusted (real) chained (2012) dollars on a seasonally adjusted annual rate.  
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It took seven quarters 

for GDP to climb above 

the pre-pandemic level, 

but the pace of growth 

slowed during the third 

quarter.  



 

 

A review of the major categories 

 
Data source: Truist IAG, Bureau of Economic Analysis; 
Figures shown are inflation-adjusted (real) chained (2012) dollars on a seasonally adjusted annual rate.  

Consumer spending was mixed as the overall pace grew just 1.6%. Total consumer spending 

topped $13.7 trillion, an increase of $53.7 billion quarter over quarter, and added 1.09 

percentage points to overall GDP. But goods spending fell by $134.3 billion, which was almost 

$10 billion larger than the COVID-19 lockdown quarter, down 9.2%. The vast majority was 

due to a 53.9% plunge in automotive purchases from the lack of new car inventory. Spending 

on home furnishings, including appliances, also declined 10.3%.  

More importantly, the spending mix began to shift back towards services, which increased 

7.9% from the prior quarter. Still, spending remains more tilted towards goods rather than 

services compared to pre-pandemic trends, accounting for 39.7% and 60.3%, respectively. 

Typically services comprise more than 65% of consumer spending and currently remains 

more than $134 billion below pre-pandemic levels.  

 
Data source: Truist IAG, Bureau of Economic Analysis; 
Figures shown are inflation-adjusted (real) chained (2012) dollars on a seasonally adjusted annual rate. 

Residential construction cooled in the third quarter after three of the strongest consecutive 

quarters in nearly 40 years. It declined 7.7% on an annualized basis, which clipped 0.38 
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percentage points from overall GDP. Housing supply remains extremely tight, which has 

driven dramatic price increases in many areas in the past year. Still, given tight housing 

supply, we’d expect housing construction activity to march higher in coming quarters as well.  

 
Data source: Truist IAG, Bureau of Economic Analysis; 
Figures shown are inflation-adjusted (real) chained (2012) dollars on a seasonally adjusted annual rate.  

The change in business inventories fell by $77.7 billion from the prior quarter, when 

inventories plunged $168.5 billion. The net effect added 2.07 percentage points to overall 

GDP in third quarter. Farm inventories continued to decline, which likely held back exports. 

Nonfarm inventories appear to be recovering, though those also fell. As the chart above 

shows, there was a massive drawdown in inventories during the second quarter, which was 

nearly as bad the pandemic shutdown quarter (second quarter 2020) or the quarters 

surrounding the Great Financial Crisis. 

Outside of inventories, overall business spending increased 1.8% and added 0.24 percentage 

points to overall GDP. Commercial construction fell 7.3% as nearly all of the subcategories of 

commercial construction fell with the exception of mining, which includes oil & gas exploration 

related structures. Spending on equipment fell 3.2%, the first decline in five quarters, with 

transportation equipment being the biggest drag.  

Net exports remained a negative, slicing off 1.14 percentage points from overall GDP, as 

exports decreased 2.5%, while imports increased 6.1%. The aforementioned inventory 

drawdown likely hampered exports, as the shipments of finished products were delayed 

awaiting components such as semiconductors. That also dinged the imports of goods, which 

fell slightly. However, imported services soared 44.4% quarter over quarter as international 

travel restrictions loosened. Lastly, as we regularly note, the net export figures are based on 

incomplete data at this stage of the quarterly process and are frequently revised. 

Government spending rose 0.8%, adding 0.14 percentage points to overall GDP. Federal non-

defense spending dropped 9.2%, while military spending fell 1.4%. State and local spending 

jumped 4.4% during the quarter, matching the biggest increase in 22 quarters despite 

investments falling 6.5%. Investments mostly includes construction projects, such as school-

related and large-scale road projects, many of which have been delayed in the past year.  
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Our take: updated economic outlook 

Third quarter growth was hobbled by challenges within the automotive industry and a general 

slowing across most GDP components, which we attribute to the reinstatement of precautions 

due to the delta variant surge. That has forced us to lower our outlook for U.S. GDP growth in 

2021 to 5.7% year over year from a range of 6.2% to 7.3% previously. 

Yet, the path forward for economic growth appears strong. First, the softness due to the delta 

variant has already passed and a wide range of economic data activity has shown this 

reacceleration, including housing sales, retail sales, manufacturing gauges, and employment.  

The U.S. is currently struggling with supply issues, not demand issues. We aren’t hearing 

complaints about a lack of demand. On the contrary, many companies are talking about “too 

much” demand for their capacity, which is being constrained by supply chain bottlenecks or 

insufficient labor, or both. Either way, that’s not a recipe for stagnant growth. In fact, we’re 

likely to see elevated growth extended for a few years.  

 
Source: Truist IAG, Bureau of Economic Analysis, IHS Markit. Real gross domestic product, actual for 2010 
through 3Q2021.   f = Truist IAG forecast for 4Q2021 through 2023.    

While growth will step down in 2022 and 2023 as many of the pandemic assistance programs 

fade, it should remain above the pre-pandemic pace, which assumes no additional federal 

spending programs beyond the recently agreed to bipartisan infrastructure deal. 

The rebuilding of depleted inventories and massive order backlogs are boosting 

manufacturing. Pandemic-related bottlenecks have positive implications for economic growth 

in the coming quarters. From appliances and electronics to vehicles and furniture, goods 

remain severely backordered. The same goes for key components, such as semiconductors. 

More importantly, consumers remain on solid footing and account for more than two-thirds of 

the U.S. economy. Wage gains for most workers are rising at the fastest clip since June 2020; 

excluding the pandemic, that’s the highest since 1982.  

Lost in the shuffle is that higher wages will boost overall U.S. growth. Higher wages for 

workers will drive additional spending. Moreover, additional workers mean expanded capacity 

and higher sales for their employers, which typically lead to increased future business 

spending. But, wage gains are a double-edged sword – they will drive economic growth 

modestly higher in the next year or more, but they push inflation higher as well.  
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