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Underlying Private Demand Remains Solid Despite Headline Moderation

Summary:

e Headline real GDP growth moderated in Q2 to 1.5% from 2.1% in Q1 (SAAR).

e Growth was driven by strong consumer spending and robust Al-related investment.

e Robust underlying demand reveals significant strength across the US economy rather than
a broad-based moderation in growth.

The advance estimate for US Q2 GDP presented a deceleration in headline growth. Headline real
GDP expanded at a seasonally adjusted annual rate (SAAR) of 1.5% in Q2 2026, down from the 2.1%
pace recorded in Q1. On a year-on-year (YoY) basis, the US economy slowed to 2.1% growth in Q2
from 2.7% in Q1. Consumer spending remained the primary driver of growth, while investment
moderated but continued to expand at a solid pace. In contrast, government spending and net
exports weighed on overall growth.

Meanwhile, underlying economic momentum strengthened. An underlying indicator, real final sales
to private domestic purchasers (a key measure of private demand which combines consumer
spending and fixed business investment) accelerated to 3.9% SAAR from 1.7% in Q1. The stark
divergence between this 3.9% growth in real final sales to private domestic purchasers and the
1.5% headline GDP growth suggests that the underlying private-sector demand remained stronger
than headline figures imply.

Consumer spending emerged as the primary growth driver, demonstrating surprising momentum
following a sluggish start to 2026. Personal consumption expenditures (PCE) rebounded sharply
to growth of 3.2% SAAR in Q2, up from a muted 0.5% gain in Q1, propelled by steady outlays across
both goods (+5.2% SAAR) and services (+2.2% SAAR). This led to PCE contributing 2.12 percentage
points (ppts) to headline GDP growth. It should be noted that consumer spending may have
received a temporary boost from the FIFA World Cup held across June and July.
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Investment softened but remained a positive contributor to output. Headline investment grew by
3.0% SAAR in Q2, decelerating from 7.9% the previous quarter. This slowdown was largely
attributable to the volatile private inventory component, which subtracted 0.67 ppts from headline
GDP growth. Meanwhile, private business investment posted a solid 8.4% SAAR expansion, driven
by a 15.2% surge in equipment and an 8.8% gain in intellectual property. The continued expansion
in private investment reflected a robust Al capital expenditure cycle.

The primary drags pulling headline growth down originated from government spending and net
exports. Government spending contracted by 0.8% SAAR, a sharp reversal from the 4.4% surge in
Q1, partially reflected by crude oil sales, which reduced measured federal consumption spending.
Simultaneously, net exports exerted a negative drag on growth, subtracting 1.1 ppts from the
headline rate as export growth softened from 10.9% SAAR in Q1 to 4.5% in Q2, while imports
continued to surge sharply by 11.5% in Q2 (Q1: 11.8%).

Underlying economic momentum for Q2 showcased resilience. Looking ahead, the sharp contrast
between a cooling headline GDP figure and robust underlying demand reveals significant strength
across the US economy rather than a broad-based moderation in growth. Driven by resilient
consumer spending and a sustained corporate Al capex cycle, private domestic demand remains
robust, pointing to a continued momentum in underlying economic growth.
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This material is prepared by The Bank of East Asia, Limited ("BEA") for customers' reference only. The content is
based on information available to the public and reasonably believed to be reliable, but has not been independently
verified. Any projections and opinions contained herein are expressed solely as general market commentary, and do
not constitute an offer of securities or investment, nor a solicitation, suggestion, investment advice, or guaranteed
return in respect of such an offer. The information, forecasts, and opinions contained herein are as of the date
hereof and are subject to change without prior notification, and should not be regarded as any investment product
or market recommendations. This material has not been reviewed by the Securities and Futures Commission of
Hong Kong, Hong Kong Monetary Authority, or any regulatory authority in Hong Kong.

BEA will update the published research as needed. In addition to certain reports published on a periodic basis, other
reports may be published at irregular intervals as appropriate without prior notice.

No representation or warranty, express or implied, is given by or on behalf of BEA, as to the accuracy or
completeness of the information and stated returns contained in this material, and no liability is accepted for any
loss arising, directly or indirectly, from any use of such information (whether due to infringements or contracts or
other aspects). Investment involves risks. The price of investment products may go up or down, and may become
valueless. Past performance is not indicative of future performance. The investments mentioned in this material
may not be suitable for all investors, and the specific investment objectives or experience, financial situation, or
other needs of each recipient are not considered. Therefore, you should not make any investment decisions based
solely on this material. You should make investment decisions based on your own investment objectives, investment
experience, financial situation, and specific needs; if necessary, you should seek independent professional advice
before making any investment.

This material is the property of BEA and is protected by relevant intellectual property laws. Without the prior written
consent of BEA, the information herein is not allowed to be copied, transferred, sold, distributed, published,
broadcast, circulated, modified, or developed commercially, in either electronic or printed forms, nor through any
media platforms that exist now or are developed later.

For more information, please visit our webpage at https://www.hkbea.com/html/en/bea-about-bea-economic-
research.html. For any enquiries, please contact the Economic Research Department of BEA (email:
lerd@hkbea.com/telephone number: (852) 3609-1504/postal address: GPO Box 31, Hong Kong).
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