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. Businesses debt growth remains solid
- Mortgage equity withdrawal has declined $400bn in two years, and

reached its lowest level since 1Q02
- Households’ data confirm our scenario of sluggish PCE growth
Business debt expanded solidly U.S. Nonfarm Nonfiniré(;i?!ususiness Balance Sheet
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Corporate profits declined 0.5% for the third consecutive quarter, as firms " wor 3007 aqos YOV
confront ongoing cost pressures and a slowing domestic demand. Total assats e S ——— C“saf(')ge
Consequently, profits’ share of GDP softened to 7.3%, the lowest Since | rangible assets 145 141 131 113
4Q04. Business debt continued to expand rapidly with a gain of 11.7% year- Eea! Estatte . gg gg ;; 145:
over-year, the strongest since 3Q99. Over the last two years, businesses e e o e 17 1y oa
liabilites have shifted toward bonds and bank loans, away from Financial assets 129 127 123 45
miscellaneous (funding subsidiaries, finance company subsidiaries, etc.) and | "5 e nsuments wsooe o
commercial paper. As a result, bank loans increased 18% yoy in 4Q07, the | Trade payables o1 o1l 01 14
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fastest pace in almost 30 years. o PaERe o1 aee 1am 1aa
The financing gap reached $303.3 billion, its highest level since 4Q00. This SE‘W‘;‘L“N(m'a;e;j'“e’mpIB 161 156 143 127
may be positive for C&I lending and nonresidential investment; however, it is o
also risky given that credit standards are tightening and corporate profits are
decelerating. Weak cash flows and credit scarcity could dampen capital
spending plans. Nonetheless, the ratio of net interest payments to economic
profits was low and similar to its two-year average.
Households’ real estate wealth extraction declined

- - g U.S. Household Balance Sheet
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Households’ real estate assets decreased to $22.5 trillion in 4Q07 from 4Q07 3Q07 46 07T
$22.6 trillion in 3Q07, the first quarterly drop since 1Q93, reflecting the | Totalassets 721 724 693 41
impact of falling home prices. In fact, homeowners’ equity in real state assets Tasgit;'; é:sfets ;gg ;gg 2‘158 ;2
declined 3.9% yoy, the lowest on record. Moreover, mortgage equity Other tangible assets rs 4o a1 aa
withdrawal decreased 43.5% in 4Q07, following five consecutive quarters of Financial assets 453 456 432 49
negative readings. Households’ financial assets declined to $45.3 trillion %ﬁ:‘;‘;‘esg\‘;z"z“jeafg;ft‘:’”eyf““ds ;;‘ ;g ;i 1853?
from $45.6 trillion in 3Q07. This was the first time since 2Q05 that financial e et PO 40 39 37 85
assets decrease. Equities (direct) 54 59 62 118
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Mortgages liabilities rose to $10.5 billion in 4Q07 from $10.4 trillion in 3Q07, Life insurance and pension reserves  14.0 142 135 37
the slowest quarterly growth rate since 4Q97. The pace of consumer credit Equity in unincorporated business 79 78 73 77
flattened in 4Q07, reflecting deeper credit constraints. As a result, credit | e fancalassess VR R
market debt slowed to 6.8% yoy in 4Q07 down from 7.4% in 3Q07, its lowest | worgages 105 104 99 66
rate since 2Q98. Tighter lending standards will dampen the pace of credit in Consumer credit 26 25 24 55
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the next quarters. Hops_ehqlds net wo_rth decreas_ed by a quarterl_y rate of | \etworth e
$533 billion to $57.7 trillion in 4Q07. This was the first quarterly decline since Financial net worth 310 314 298 40
3Q02 (financial assets minus total liabilities)
Source: Fed; includes nonprofit organizations

These readings confirm that the housing adjustment and the financial turmoil e
are taking their toll on household wealth, in line with our scenario of slower
consumer spending.
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Business Sector

Profits as a share of GDP remained high; however, they
are decelerating

Economic Profits as a Share of GDP
(%)
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Source: BBVA USA with Fed' data; * Nonfarm nonfinancial corporate credit market debt; shading=recession

The ratio of net interest payments to economic profits
remains similar to its two-year average

Net Interest Payments to Economic Profits
(Ratio)
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Household Sector

The financial turmoil has had a limited impact on
business debt

Business Debt

YoY % change
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As profits decelerate, businesses maintain a high
dependency on external sources to fund investment

Financing Gap
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Source: Fed; * Capital expenditures minus internally generated funds & inventory valuation adjustment

Household net worth decreased for the first time since
3Q02

Household Net Worth as a Share of Income
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Households moderated their tenure of liquid assets

Real Household Liquid Assets
($US trillions)

0

60 62 64 66 68 70 72 74 76 78 80 82 84 86 88 90 92 94 96 98 00 02 04 06
Source: Fed; * D ion

income; shadir

BBVA US Economic Research Department

Page 2 of 3




Flow of Funds

In 4Q07, mortgage debt continued to decelerate
while consumer loans softened

Household Debt
(YoY % change)
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MEW adjusts downwards as the housing adjustment
continues

Mortgage Equity Withdrawal
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Financial obligations for renters remained stable
while those for homeowners flattened in 4Q07

Household Financial Obligations
(% of disposable income)
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The personal saving returned to previous levels

Personal Savings Rate
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Owners’ equity in real estate declined 3.9% yoy, the
lowest rate on record

Owners' Equity in Household Real Estate

YoY % change
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Source: BBVA USA with Fed's data; shading=recession

In 4Q07, the pace of net financial assets
acquisitions was virtually unaltered

Net Acquisition of Financial Assets
(US trillions)
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