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Confluence Investment Management offers various asset allocation products which are managed using
“top down,” or macro, analysis. \We publish asset allocation thoughts on a weekly basis in a special
section within our Daily Comment report, updating the piece every Friday.

November 22, 2019

(NB: Due to the Thanksgiving holiday, the next report will be published on December 6.)

The health of the consumer is critical to the future path of economic growth. For the most part,
consumption is accounting for most of the growth in the economy.
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This chart shows the four-quarter average of the contribution to real GDP from consumption
compared to the net of the contribution from government, investment and net exports. Over
recent business cycles, the contribution outside of consumption has diminished. The other sign
from the data is that the risk of recession rises when consumption’s contribution declines below
2%.

Household debt plays a role in consumption. The New York FRB has a data series on consumer
debt that has just been recently updated. The balance of household debt is now $13.95 trillion, a
new record high. However, on a per capita basis, we remain below the previous record.
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NY Fed Credit Panel: Debt Balance Per Capita
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From its peak of $53.0k in Q3 2008, this measure of debt declined to $44.5k in Q3 2013. Since
then, it has gradually increased. However, it has not reached levels that would trigger significant
concern. In the last expansion, per capita debt growth was 10.9%; in this expansion the average
growth is -0.4%.

As a percentage of the total, housing debt has been declining relative to auto and student loans.

HOUSEHOLD LOANS BY TYPE
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In 2012, housing represented about 76.9% of outstanding household loans; it now stands at
70.5%. Both student and auto loans have increased. The median credit score for mortgages is a
rather strong 763.
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NY Fed Credit Panel: Median Credit Score at Mortgage Origination
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Auto loans is a bit lower, at 710, but credit quality has been improving, mostly a reflection of
higher delinquencies. Lenders appear to be increasing their caution.

+— NY Fed Credit Panel: Median Credit Score at Auto Loan Origination
Range=280-850
NY Fed Credit Panel: Auto Loan 90+ Days Delinguent: Percent of Balance —»

o

720 -6.00

PN Y
A b N\w'
60 A/ V n/‘ﬂ W 200

N LN
7 v/

04— F150

00 05 10 15 20

690

Source: FRBNY Consumer Credit Panel/Equifax/Haver Analytics

Overall, the data suggests that the areas of greatest concern are auto and student loans; lenders do
appear to be addressing the auto loan issue by becoming more selective in granting credit.
Student loans, which have a 90+-day delinquency rate of around 10% since 2012, are ultimately
a public policy issue, but until this issue is resolved these loans will have an adverse impact on
spending. If there is going to be a financial crisis, this data would suggest it probably won’t
come from the household sector.
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Past performance is no guarantee of future results. Information provided in this report is for educational and illustrative purposes
only and should not be construed as individualized investment advice or a recommendation. The investment or strategy discussed
may not be suitable for all investors. Investors must make their own decisions based on their specific investment objectives and
financial circumstances. Opinions expressed are current as of the date shown and are subject to change.

This report was prepared by Confluence Investment Management LLC and reflects the current opinion of the authors. It is based
upon sources and data believed to be accurate and reliable. Opinions and forward-looking statements expressed are subject to
change. This is not a solicitation or an offer to buy or sell any security.
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