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Softer GDP Reading Masks Resilient Demand by Households and Businesses
GDP growth slowed while inflation stayed elevated. The U.S. 
economy expanded at an annualized rate of 1.5 percent in the 
second quarter of 2026, down from 2.1 percent in the first quarter. 
The softer headline reflected weaker government spending, a 
larger drag from imports, and an inventory pullback, rather than 
deteriorating consumer spending and business investment. 
Increased imports, driven in part by continued demand for AI-
related equipment, also suggest that recent tariff actions have 
yet to materially narrow the trade deficit. Meanwhile, inflation 
persisted. The core personal consumption expenditures price index 
rose at a 3.4 percent annualized rate in the second quarter, down 
from 4.4 percent in the first quarter but still above the Federal 
Reserve’s 2 percent inflation target. With the Fed holding rates in 
July, elevated inflation may delay rate relief and extend pressure on 
CRE transactions, although activity has improved this year. 

Strong consumption aided retail properties. Despite weakness in 
several other GDP components, consumer spending stood out in 
the second-quarter reading. Personal consumption expenditures 
contributed 2.1 percentage points to real GDP growth, marking 
one of the strongest quarterly contributions since the beginning 
of 2025. This aligns with recent improvement in retail sector 
fundamentals, as U.S. retail net absorption reached 8 million 
square feet over the past three months, reversing the net space 
relinquishment in the first quarter. The 5.7 percent increase in 
core retail sales in the last 12 months ended in July also points 
to continued spending momentum. Still, this pace may moderate 
through the remainder of the year, as some second-quarter 
strength likely reflected event-driven demand tied to travel, dining, 
and entertainment, including the World Cup.

Steady fixed investment supports industrial outlook. Gross private 
domestic investment added 0.5 percentage points to second-
quarter GDP growth, down from 1.4 percentage points in the first 
quarter. Still, the slowdown was largely tied to inventories rather 
than fixed investment. Nonresidential fixed investment added 1.1 
percentage points, slightly below the last quarter, while private 
inventories subtracted 0.7 percentage points after adding 0.2 
percentage points in the first quarter. The Bureau of Economic 
Analysis noted that wholesale trade led the inventory decline, 
suggesting a volatile adjustment within supply channels rather 
than a broad pullback in capital spending. With industrial vacancy 
appearing to have peaked in late 2025 and new supply pressure 
easing in 2026, fundamentals could improve modestly, especially if 
reshoring activity begins to translate into more space demand.
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•	 Real GDP growth slowed in the second quarter, but 
underlying demand from households and businesses 
appeared stronger than the headline rate suggested.

•	 Core PCE growth eased from the first quarter but re-
mained materially above the Fed’s 2 percent target.

•	 Stronger consumer activity supported improved retail 
absorption, especially as supply pressure eases this 
year. Still, inflation-driven budget pressures could limit 
further gains over the coming quarters.

•	 Inventory swings masked resilient fixed investment, 
while easing supply pressure positioned industrial 
fundamentals for modest improvement.
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Sources: IPA Research Services; Bureau of Economic Analysis; U.S. Census Bureau

TOP-LINE GDP GROWTH MODERATES IN THE SECOND QUARTER
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