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The Consumer Default Cycle is Taking Shape

US consumers are overextended and are increasingly running late in paying back their loans, according to Q3 data from
the New York Fed’'s Household Debt and Credit Report. We view delinquencies as among the best reflections of
consumers’ deteriorating financial health. The total balance of all loans transitioning into 30 days (or more) delinquent
again increased across the credit spectrum to 3.4%. As charted below, Q3 furthered the trend of rising delinquencies that
has been in place since Q1 2022. The up moves in credit card and auto loan delinquencies have been particularly alarming,
with the former printing at 8% (the highest since Q4 2011) and the latter posting a 7.4% figure (the highest since Q2 2017).
Albeit to a lesser extent, mortgage delinquencies have also risen (2.8%). We expect further increases in the quarters
ahead.

This expectation is predicated upon the resumption of student loan payments — which began in October (Q4) —

placing added financial stress on debtors and thus pulling delinquency rates even higher from current levels.

Additionally, savings rates have been brought to near historic lows (September’'s 3.4% is on par with the record lows
charted in the Global Financial Crisis) while interest rates are in excess of personal income gains. This bevy of factors
make debt repayment much more difficult. As a result, discretionary spending will come under pressure. But perhaps
most interesting is that these dynamics are occurring alongside sub-4% unemployment, which most likely has just one
direction to go from here (up).

Add the risk of rising delinquencies to the list of issues facing lenders which are already struggling with unrealized losses
on their security holdings, deposit flight and an inverted yield curve pressuring net interest margins.
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