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WASHINGTON: US economic growth
braked sharply to its slowest pace in two
years as consumer spending softened and
a strong dollar continued to undercut
exports, but a pick-up in activity is antici-
pated given a buoyant labor market.

Gross domestic product increased at a
0.5 percent annual rate, the slowest since
the first quarter of 2014, the Labor
Department said yesterday in its advance
estimate, also as businesses doubled down
on efforts to reduce unwanted merchan-
dise clogging up warehouses.

The economy was also blindsided by
cheap oil, which has hurt the profits of oil
field companies like Schlumberger and
Halliburton, resulting in business spending
contracting at its fastest pace since the sec-
ond quarter of 2009, when the recession
was ending. Economists polled by Reuters
had forecast the economy expanding at a
0.7 percent rate in the first quarter. The
economy grew at a 1.4 percent pace in the
fourth quarter.

Almost all sectors of the economy
weakened in the first quarter, with the
housing market the lone star. The slow-
down in growth is likely temporary, given a
fairly robust jobs market. Applications for
unemployment benefits are near a 43-year
low and employment gains averaged
209,000 jobs per month in the first quarter.
In addition the Institute for Supply
Management’s manufacturing and non-
manufacturing surveys, which are closely
correlated to economic activity, have
rebounded in recent months.

While the Federal Reserve on
Wednesday acknowledged economic
activity had “slowed,” it also said labor mar-
ket conditions had “improved further.” The
US central bank appeared to view the
threats from the global economy and
financial markets as having diminished.

The Fed left its benchmark overnight
interest rate unchanged and suggested it
was in no hurry to tighten monetary policy
further. It hiked rates in December for the
first time in nearly a decade.

Economists also say the model used by

the government to strip out seasonal pat-
terns from data is not fully accomplishing
its goal despite recent steps to address the
problem. Residual seasonality has plagued
first-quarter GDP, with growth underper-
forming in five of the last six years since the
recovery started in June 2009.

CONSUMER SPENDING COOLS
Consumer spending, which accounts

for more than two-thirds of US economic
activity, increased at a 1.9 percent rate.
That was the slowest since the first quarter
of 2015 and was a deceleration from the
fourth quarter’s 2.4 percent rate.
Households have been frugal, cutting back
on purchases of automobiles, despite
cheap gasoline. Households appear to
have socked away modest wage gains
from the tightening labor market and the
gasoline savings. They have also reduced
their debt. Income at the disposal of
households after accounting for taxes and
inflation increased 2.9 percent in the first
quarter after rising 2.3 percent in the prior
period. Savings rose to a lofty $712.3 bil-
lion from $678.3 billion in the fourth quar-

ter. Higher savings and a lower debt load
augur well for an acceleration in consumer
spending. Tepid consumer spending gave
businesses more reason to place fewer
orders for goods and ramp up efforts to
reduce an inventory bloat. In the first quar-
ter, businesses accumulated $60.9 billion
worth of inventory, down from $78.3 bil-
lion in the fourth quarter.

The small inventory build cut 0.33 per-
centage point from first-quarter GDP
growth, up from the 0.22 percentage point
drag in the fourth quarter. Trade subtract-
ed 0.34 percentage point from GDP
growth, with dollar strength weighing on
exports and sucking in imports. The dollar
gained 20 percent versus the currencies of
the United States’ trading partners
between June 2014 and December 2015.

So far this year the dollar is down 2.6
percent on a trade weighted basis, raising
optimism for a rebound in exports. A sus-
tained plunge in energy sector investment
put more pressure on business spending.
Investment in equipment tumbled at a 8.6
percent rate, the steepest decline since the
second quarter of 2009. — Reuters

US economy stalls in Q1 as 
activity weakens broadly
Inventories, business investment, trade erode growth

MONTREAL: Delta Air Lines Inc yesterday
ordered 75 CSeries CS100 planes worth
$5.6 billion from Bombardier Inc, throwing
a lifeline to a new aircraft program that is
years late and billions of dollars over
budget. The widely anticipated order
marks a turning point for Canada’s
Bombardier as it strives to break into the
fleets of top airlines globally and serve a
niche market for 100-seat planes that larg-
er rivals Boeing Co and Airbus Group SE
have neglected. 

With the CSeries order, Delta said it
would not induct Embraer’s E190 into its
fleet as planned. Delta had said in
December it would add up to 20 Embraer
190 and 20 new Boeing 737-900ER jets.
Bombardier said separately yesterday that
the deal included an option for Delta to
buy an additional 50 CS100 aircraft.  For
Delta, the deal allows it to phase out 50-
seat jets that it contracts regional airlines
to fly under its Delta Connection brand.

The larger CS100 planes burn less fuel
per passenger and have room for two
cabin classes rather than one, giving it
the opportunity to up-sell customers to
business. The Bombardier aircraft will
also be f lown by Delta’s  own pilots,
reducing Delta’s reliance on contractors
as a shortage of regional pilots looms in
the United States.

Boeing beat out Bombardier to sell
United Continental Holdings Inc 65 jets
earlier this year. The planemaker is also
studying whether to revise one version
of its best-selling 737 jet to fend off the
competition.  Swiss International Air
Lines, a unit of Deutsche Lufthansa AG,
expects to take delivery of its first CS100
at the end of June, with the first flight,
from Zurich to Paris Charles de Gaulle,
scheduled for July 15. Air Canada has
also signed a letter of intent to buy 45
CSeries, with an option for 30 more of
the narrow-body aircraft. — Reuters

Delta throws Bombardier a lifeline with deal to buy 75 CSeries

MIRABEL: The bombardier aircraft CSeries as it lands in Mirabel, Quebec. US-
based Delta Air Lines has placed an order for 75 CS100 Bombardier aircraft
with an option to purchase 50 more in a deal worth  $5.6 billion, the struggling
Canadian aviation giant said yesterday. — AFP

Deutsche Bank posts
surprise profit,

beats expectations
FRANKFURT: Deutsche Bank posted a surprise net profit in
the first quarter that was helped by lower litigation costs, but
Chief Executive John Cryan warned investors not to expect
good results for the full year. Quarterly net income fell 58 per-
cent to 236 million euros ($267.5 million) after its investment
bank slumped in volatile markets and following its exit from
certain businesses, but beat analysts’ average expectation for
a net loss of 249 million euros.

Shares in Germany’s flagship lender, which announced a
restructuring plan last October, were 3.6 percent higher yes-
terday in a market that was down by 1.3 percent.

“On an operating basis, the year is looking in line. The first
couple of months were very slow, especially compared with
how they normally are. The issue is that we want to get an
awful lot done this year,” Cryan said on an analyst call.

Despite the rise in the bank’s share price, it is still down 24
percent since the start of the year and has recovered little since
a selloff of European bank shares in February on concerns
about their ability to cope with a low-growth, low interest-rate
environment. Posting no profit or a low profit this year would
be a sign of progress, Cryan said. Deutsche Bank booked 1.4
billion euros less in legal costs in the quarter than in the year-
earlier period but expects to settle other big cases this year
which will result in an increase in the litigation bill in the com-
ing quarters. Cryan, who this year urged investors to be patient
with his revamp of Deutsche Bank, said the restructuring
efforts would peak in 2016 and mostly be completed in 2017.

“POSITIVE SURPRISE” ON COST SIDE
Union Investment, one of Deutsche Bank’s top investors

said Deutsche Bank had surprised positively on the cost side.
“The development of the capital side is negative. That
remains a challenge, but there is no acute need for a capital
increase,” fund manager Helmut Hipper said.

Deutsche Bank reiterated that it was confident of comply-
ing with bank regulators’ demands regarding its capital cush-
ion. It is targeting a stable core tier 1 ratio of 11.1 percent at
year-end, despite a 0.4 percentage point drop in the first
quarter. While the sale of its Chinese Hua Xia unit will boost
the ratio by 0.5 percent, greater clarity on bank rules also
means that Deutsche Bank has another year-until the end of
2019 — to show a required reading of 12.25 percent.

“We see downside risk on litigation-we model 3.6 billion
euros in 2016 — which is likely to eventually necessitate a
capital raise, in our view,” analysts at Citi said in a note.
Investment banking revenues dropped 23 percent in the first
quarter as sliding commodity prices, worries about the
Chinese economy and the low interest rate environment kept
clients from trading, investing or issuing new securities.

European peers like Barclays and US rivals such as
Goldman Sachs had suffered similar trends in their invest-
ment banking activities. — Reuters SINGAPORE: Two women have their lunch in a park at Raffles Place business

district in Singapore yesterday. — AFP 


