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U.S. GDP Flash

Significant Drop In Federal Spending Reigns In GDP Growth
e Real GDP shrank in 4Q12 by 0.1% as government spending declined by 6.6%

e Consumption accelerated while residential and nonresidential investment jumped

e Exports and imports fell precipitously by 5.7% and 3.2%, respectively

The advanced report for real GDP growth in 4Q12 showed that the economy shrank in the last quarter leading up to
2013 as federal defense spending caused a significant drag on overall growth. Down by 0.1% on a QoQ seasonally-
adjusted annualized rate (SAAR), the 6.6% decline in government spending, led by a 15% decline at the federal
level, put significant downward pressure on 4Q12 GDP growth. National defense spending declined by 22.2% as the
government scaled back expenditures in anticipation of the upcoming fiscal cliff sequester. Coupled with the
downward pressure from the trade balance, these components were unable to offset gains in the areas that were
less affected by the political sphere that occurred throughout the quarter. Exports fell quite dramatically, down 5.7%
SAAR, plunging into negative territory for the first time since 1Q09. Global demand has faltered, despite the weak
dollar, as U.S. trading partners’ imports remain anemic. U.S. imports, however, also declined by 3.2% as businesses
became more hesitant of future consumer demand and purchasing power with the threat of higher taxes in January.

Escaping from the government sphere, and you find that the numbers are relatively optimistic regarding consumer
activity and the robust recovery in the housing market. Personal consumption for 4Q12 accelerated to 2.2% SAAR,
continuing the ongoing upward trend from 2009, driven primarily by durable goods. The vehicles and parts cohort
was the driver in goods growth up 6.1% QoQ, as the rest of the categories struggled to increase by more than 3.0%
from the previous quarter. The housing market was also visibly augmented in the fourth quarter as residential
investment posted a 15.3% SAAR rise amidst the recovering market. This is helping to boost prices as well which
grew, according to the S&P Case-Shiller HPI, by 5.55% YoY for November.

As for inflationary pressures, the GDP deflator remains low at 0.6% which is the lowest for the year, but nominal
GDP was only 0.5% which leaves the US with its first negative quarterly real GDP figure since 2009. Despite this,
pundits are in quiet agreement, with this being the first of 3 estimates, that a revision upwards is highly likely. With
the next figure released in late February, the rest of December’s pertinent data will be out to clarify in what direction
the revision may go and whether or not the political atmosphere has indeed affected the economic sphere.
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U.S. Real GDP and Personal Consumption Expenditures Contributions to Real GDP Growth
SAAR QoQ % Change 40Q12 Advanced, SAAR Percentage Points
5
4
3
2
L\
AW
-1
2 m Real GDP
3 = PCE '
4 Inventories
5 Nonres. Equipment/Software
-6 Government
-7 Exports
_8 = Nonres. Structures
:9 —GDP ——PCE m Residential Investment
= [mports
-10
07 08 09 10 1 12 -0.5 0.0 0.5 1.0 15 2.0 2.5 3.0
Source: Bureau of Economic Analysis & BBVA Research Source: Bureau of Economic Analysis & BBVA Research
Kim Fraser Alejandro Vargas
kim.fraser@bbvacompass.com alejandro.vargas@bbvacompass.com
+1 713 831 7345 +1 713 831 7348
BBVA " m | 2001 Kirby Drive, Suite 310, Houston, TX 77019 USA | www.bbvaresearch.com
DISCLAIMER

This document was prepared by Banco Bilbao Vizcaya Argentaria’s (BBVA) BBVA Research U.S. on behalf of itself and its affiliated companies
(each BBVA Group Company) for distribution in the United States and the rest of the world and is provided for information purposes only. Within the
US, BBVA operates primarily through its subsidiary Compass Bank. The information, opinions, estimates and forecasts contained herein refer to the
specific date and are subject to changes without notice due to market fluctuations. The information, opinions, estimates and forecasts contained in
this document have been gathered or obtained from public sources, believed to be correct by the Company concerning their accuracy,
completeness, and/or correctness. This document is not an offer to sell or a solicitation to acquire or dispose of an interest in securities.


http://www.bbvaresearch.com/
http://serviciodeestudios.bbva.com/KETD/ketd/esp/index.jsp
http://www.bbvaresearch.com/KETD/ketd/esp/index.jsp
http://twitter.com/

