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Consumer Sentiment
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Consumer Confidence Subdued

Prior to 2008, declining consumer confidence was a strong indicator of high recessionrisk.
Specifically, the University of Michigan consumer confidence indextypically dipped below 70 during
recessions. However, post 2008, the relationship between consumer confidence and recessions has
declined. More recently softerlabor ma rkets, higher gas prices and elevated interestrates have
weighed on sentiment while consumerspendmg hasremained resilient.

University of Michigan consumer sentiment
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Source: (1) Bloomberg. Data asofJuly 12, 2024. Oxford Economics “US: Subdued consumersentiment not reflected in the spending data” (July 12, 2024).
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“Soft Landing” in Consumer Spending

The recent normalizationin consumer spending growth from the COVID-era reflects a “cooling”in US
economic growth ratherthan a contraction. While lowerincome households are bearingthe brunt of
a coolinglabormarketand “sticky” inflation, US consumer spendingis more dependenton middle
and upperincome households. Though the June retail sales datawas softerata headline level, the
underlying data points to continued resilience in most sectors and roughly 2% annualized consumer
spendingin Q2.
US retail salesy/y
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Source: (1) Bloomberg. Data asofJuly 16, 2024. FRED. Real retail sales are adjusted forinflation. Capital Economics “US Retail Sales (Sep.), Real consumption growth muted
as higherrates bite).”
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US Retail Sales Exceed Expectations

Headline retail sales were unchangedin June, exceeding consensus expectations fora (-0.3%)

contraction. The underlying data suggests that the US consumeris still strong, though taking a slightly
more cautious approachtoward spending. Nearly every category of retail sales increased in June with
the exception of gasand autos where a cyber-attack caused widespread software outages for dealers.

US retail sales by category, m/m

Nonstore retail

Building materials

I 1.9%
P 1.4%

Health stores P 0.9%
Core retail P 0.8%
Furniture B 0.6%
Clothing P 0.6%
Electronics & appliance BN 0.4%
General merch B 0.4%
Misc. stores B 0.3%
Food services B 0.3%
Food stores B 0.1%
Total retail 0.0%
Sports & hobbies 0.0% |
Autos (-2.0%) I < Exogenous cyber-event
Gas  (:3.0%) I dampened activity

Source: (1) Bloomberg. US Census. Data as of July 17, 2024. Core retail sales excluded motorvehicles & parts and gasoline.
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Higher Income Households Drive Consumption

Householdsin the bottom quartile of earnings account forjust 12% of overall US consumerspending
whilethe upper 50% accountfor ~70% of US consumption. While slower consumption from lower-
income households may challenge specific retailers, the impact to broader economic growth should

be contained.

Percentage of US consumer spending by income quartile o -
Upper 50% income segment

account for ~70 of spending
( 44% |

25%
19%
12%
Below 25% 25% - 50% 50% - 75% Top 25%
Source: (1) Oxford Economics “US: Low-income consumers feeling the slowing economy” (May 31,2 024).
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& Wage Growth
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US Unemployment Rate Rising

US unemploymentedged slightly higherfrom 4.0%to 4.1% in June. While still low by historic
standards, the unemploymentrate has been rising steadilyfor 14 months, since hitting a cyclicaland
54 yearlow of 3.4% in April 2023. The June employment report itself was also “soft” with downward

revisionsto job growth in the priortwo months, the slowest wage growth in three years and an uptick
in unemployment.

US unemployment rate

2% Jun 2020:

11.0%
8%
el Jun 2024:
3.4% 4. 1%
" (54 Year Low) 1o
0%
Jun-2020 Jun-2024

Source: (1) Bloomberg. Data as of July 8, 2024.
“SoftLanding” for US Consumer/JUL2024/ page 11



Sounding the “Sahm”

June’'s 4.1% unemploymentrate came close to triggeringthe so-called “Sahm Rule”, a signal that has
accurately predicted all 12 US recessions since WWII, with only two false positives (1959 and

2003). The”"Sahm Rule”was named afterformer Federal Reserve and Council of Economic Advisors
economistClaudia Sahm, who observed in 2019 that US recessions historically “begin”when the 3-
month moving average ofthe national unemployment rate rises by 0.5 percentage points or more
relative toits low duringthe prior 12 months. However, this cycle may be different, with structurally
tight post-COVID labor markets, and a 54-yearlow in unemploymentin April 2023, possibly raising
the “Sahm Rule"” threshold this time.

US unemploymentrate, 3 month moving average
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Source: (1) Bloomberg. Data as of July 8, 2024. Prior 12 month low refers to 3 month moving average.
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Nonfarm Payrolls Converging with Pre-COVID Average

Nonfarm payrollshave decelerated, suggesting that US labor markets may be rebalancing. June's
payroll report exceeded consensus expectations. However, the notable revisions lowerto April and
May data draggedthe 3-month moving average job gain downto 177k, the lowest since January
2021 and belowthe pre-pandemic average.

US nonfarm payrolls, monthly change, thousands
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Source: (1) Bloomberg. Dataas of July 17, 2024.
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Real Wage Growth <1%

Real wage growth turned positive in May 2023 as inflation rapidly decelerated from its 2022 peak.
Real disposable incomes and wages, however, are growing below 1% while wage growth has
decelerated forlower-income sectors in particular. Lower-income households are also
disproportionately impacted by inflation, creating additional challenges for household disposable
income.

y/y change in real and nominal earnings and CPI
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Source: (1) Oxford Economics, “Low-income consumers feeling the slowing economy” (May 31,2 024). Bloomberg. Data as of July 12,2024.
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Wage Inflation by Income Bracket

Hourly wage growth by quartile, 12 month moving avg
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Detailed breakdown of
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Source: (1) Atlanta Fed Wage Growth Tracker. 12-month moving average of medianwage growth, hourly data. DataasofJuly 12, 202 4.
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First Post-COVID M/M Inflation Decline

US headline and core CPl eased more than expectedin June, following a soft May inflation print.
Headline inflation deceleratedto 3.0% y/y, down from 3.3% y/y in May, while the monthly measure
decreased (-0.1%), the first decline since the onset of the pandemic. Though US disinflationary forces
have gained momentum, “sticky” services inflation has disproportionately impacted lowerincome
household spending.

Breakdown of CPl by components
June 2022 peak

10% Headline CPI: 9.1%y/y

8%

6% ‘I I|I

. ’||||| m Core CPl: 3.3%yl/y

] iy Energy
2 BN .nl--"'”.“"wTrA'ﬂ'I" \ ‘ Food
. ‘||4' il Headline CPI: 3.0% y/y
0y "8EEENEE EEmmmm-=-=-S=SNS Tl 11 |‘ IIII“" I II-“.I...“ o senees
‘ ‘ Core goods

-2%

Jan-2017 2024

Source: (1) Bloomberg. Dataas of July 17, 2024.
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Steady US Disinflation Pace Underway

A series of “sticky” US inflation reportsin Q1 entailed a mix of “seasonality” and “noise” that masked
an underlying disinflation trend that is clearly underway. Three important benchmark measures of
inflation, the Cleveland Fed's trimmed mean measure (which excludes the most significantoutliersin

eitherdirection), the Atlanta Fed’s sticky price index, and the Cleveland Fed’s median CPlindex, are
all coming down.

US inflation measures, y/y
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Sticky price
inflation: 4.19%
Median inflation:
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Source: (1) Bloomberg, “Cuts Are in the Air After Inflation Surprise” (John Authers). Data as of July 12, 2024.
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Labor Markets Provide Buffer for Recession Timing

The unemploymentrate hasrisen in every one of the 12 US recessions since WWII. Historically,
unemployment hasincreased by approximately 0.4% from its trough to the “start of the recession,”
and an average of 3.5% from trough “to peak” during and afterthe recession. Additionally, in every
post-WWII US recession the unemployment rate has risen to above 6.0% at its peak.

Change in unemployment rate, from trough to peak, during and after recession
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Equities, Real Estate Drive $40 Tn
Household Balance SheetIncrease

Total US household balance sheetsincreased over $40trillionsincethe end of Q4 2019. The

combined increase in equity holdings and real estate values have accounted for over two-thirds of the

increase in US consumer balance sheet assets since the COVID crisis began.

US household balance sheet assets, USD tn
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Source: (1) Federal Reserve. Financial Accounts of the US, Household balance sheets. Datathrough Q12024. (2) Oxford Economics. Data asof Q1 2024.
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Wealth Gains Disproportionately
Accumulatedto Top 20%

US household wealth gains since Q4 2019

Share of cumulative household net worth change during the pandemic by

percentile

60th to 80th percentile 11%
40th to 60th percentile 10%

Top 20%: 70%
20th to 40th percentile 5%

0 to 20th percentile 3%

Source: (1) Oxford Economics, “US Excess Savings Offer Cushion to Only Some Households”. Datathrough Q1 2024.
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US Consumer Deposits Still Elevated

US consumer deposits into commercial banks, USD tn

Peak:
$18.1tn Mar 2023:
$17.3tn Jun 2024:
$17.6tn
Feb 2020:
$13.41tn
Jan 2010:
$7.7tn
(-$946 bn)
+%$4.9 tn +%$341 bn
$0
Jan-2010 Jun-2024

Source: (1) FRED. Deposits forall commercial banks, weekly Wednesday level. DataasofJuly 12, 2024.
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Strength of US Consumer Varies by Income Bracket

US bank deposits have risen since the COVID crisis across every income bracket except the lowest
20%. Againsta backdrop of high inflation, the lowest income group has experienced liquid dis-
savings while higherincome groups grew deposits by 20 - 30% on average.

Bank deposits, by income bracket, USD bn

20 t0 40% 40 to 60%

$500 $1,000 $1,800
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$420 $500 $0
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$2,300 $8,000 $4,200
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(+$328bn) (+$1.4tn) (+$591bn)
$1,000 $0 $0
Q4 2019 Q1 2024 Q4 2019 Q1 2024 Q4 2019 Q1 2024

Source: (1-6) Federal Reserve. Distributional Financial Accounts. Data asofJuly 12, 2024.
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US Middle Class Wealth Still Elevated

Average individual US adult wealth, USD thousands
Mar 2022:

$420 $409k
$385k

10 year pre-COVID avg
(2010-19): $25%9k

$180
2010 2012 2014 2017 2019 2021 2024

Source: (1) Real Inequality. University of California Berkeley. Average realincomein March 2023 dollars foradultsaged 20 +. 2024 data is estimate as ofJuly 17, 2024.
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Savings Rate Below Pre-COVID Levels

The personal savings rate has declinedtoa 16 month low and stands well below its pre-COVID
decade average. Against a backdrop of prolonged elevated inflation, households have dippedinto
savings and relied more heavily on credit cardsto finance spending.

US personal savings rate as % of disposable income COVID
Peak:
34% 32.0%

10 year pre-COVID avg (2010-2019): 6.2%

0%
2010 2012 2015 2018 2021 2024

Source: (1) Bloomberg. Dataas of July 17, 2024.
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“Excess Savings"” Depleted

COVID-era "excess savings” peaked over $2 trillion in 2021 and have steadily declined eversince.
Though difficult to measure, roughly $250 bn of excess savingsremains today on US consumer
balance sheets. Overhalfofthis remaining savingsis held by the top quartile of US households.

US households’ excess savings, USD tn

$2.5 Aug 2021:
$2.3tn
$2.0
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Source: (1) Oxford Economics (Vanden Houten). Excess savings based on Fed approach and Oxford Economics calculations.
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Excess US Savings Largely Spent

CQOVID-era excess savings have either been spent or “converted”to wealth by the highestincome
consumers. US consumersin the lowestincome bracket have turnedto credit cardstofill the gap

between lower savingsrates and higher prices.

US cumulative savings, trailing 24 months, USD tn
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3 trillion
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US cumulative savings, trailing 12 months, USD tn
$4.0
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$0.0
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US cumulative savings, monthly, USD bn
$600
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Source: (1-4) CreditSights, “U.S. Consumer Credit and Banks: Narrative Pushback” (July 7, 2022). Bloomberg. Data through May 31, 2024.
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Consumer Debt/ GDP Well Below GFC Levels

More so than most G20 economies globally, the US consumer has significantly de-levered since the
GFC. Today, US consumerdebtto GDP stands at 72%, a nearly 30-point decline since the 2007 peak
of 99%. While mortgage debt remainsthe largestsub-category of US debt, auto and studentloans
have been the fastest growing sub-categories overthe last 15 years.

US household debtto GDP 2007

100% 99%

Nearly 30 point
decline since GFC

72%

65%

2000 2024

Source: (1) IIF. Datathrough Q1 2024.
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Consumer Debt Largely Fixed Rate

Mortgagesrepresent 70% of the nearly $18 tn of US household debt. Ofthe $12 tn of outstanding US
mortgages, nearly 95% are fixed rate, while nearly 40% were originated orrefinanced duringthe
record low 2020-2021 period. While the total amountof household debt hasincreased since the
financial crisis, the percentage of GDP has declined and the composition is more heavily skewed to
fixed vs. floating rate.

Total debtbalance by composition, USD tn

. Total: $17.7 tn
Other: $0.5 tn
Student loan: $1.6 tn
$15 Credit card: $1.1 tn
Auto: $1.6 tn
Home equity
revolving: $0.4 tn
$10 Mortgage: $12.4 tn
$0
2003 2008 2013 2018 2024

Source: (1) Federal Reserve Bank of NY. Household Debt and Credit Report (Q12024). Data as of July 17, 2024.
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US Consumer Credit Balances Rising

y/y growth in consumer credit Revolving consumer credit owned and securitized,
USD tn
15% $1.4
Revolving
10% credit: $13
+9.1%
5% $1.2
Nonrevolving
credit:
0% +1.2% $1.1
-5% $1.0
u +$374 bn
-10% $0.9
-15% $0.8
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Source: (1-2)Bloomberg. Data as of July 15, 2024. Growth in consumer creditis rolling 12 month average.
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Delinquencies Low But Rising Rapidly

Overall consumer debt remainsrelativelylowand delinquencies are still below 2019 levels, in large
part duetothe high proportion of fixed rate mortgage debt and pandemic-era student loan relief
programs. Growth in credit card debt, however, is outpacing overall consumer spending and
delinquency rates arerising rapidly. Credit card delinquencies are particularly high foryounger
consumers.

US all consumer loan delinquency rates US credit card delinquency rates

5.5% 7.5%

2.7%

Pre-
CovID 3.2%
avg:
3.0%
Sep 2021
O Sep 2021
1.5% low:
1.6%
0.0% 0.0%
2000 2024 2000 2024

Source: (1-2)Bloomberg. Data as of July 15, 2024. Federal Reserve.
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Tighter Access to Credit

The rate of consumer credit growth has declined as consumeraccess to creditis in restrictive territory.

Overall, consumer balance sheets are resilient, though tighter creditavailability likely signals a
deceleration in future consumer spending.

Net % of banks willingness to make consumer loans

25%

0%

(-5.3%)

-25%
2021

2024

Source: (1) Bloomberg. Data as of July 17, 2024.. Bank willingness to make consumerloans is Net % of do mestic responses rep orting increased willingnessto make consumer
install loans.
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This presentation is proprietaryto MUFG Securitiesand maynot be quoted, circulated or otherwise referred to without our priorwritten consent.
Notwithstanding this, MUFG Securitiesshall notbe liablein anymannerwhatsoeverforanyconsequencesorloss(including bu tnotlimited to any direct,
indirector consequential loss, loss of profits and damages) arising from anyreliance on orusage ofthis presentation and accepts no legal responsibilityto any
investor who directly or indirectlyreceives this material.

IRS Circular230Disclosure : MUFG Securities does notprovide tax advice. Accordingly, any discussion of U.S. tax matters included herein (including any
attachments) is notintended orwritten to be used, and cannotbe used, in connection with the promotion, marketing orrecomm endation byanyone not
affiliated with MUFG Securities ofany ofthe matters addressed herein orforthe purpose ofavoiding U.S. tax-related penalties.

The MUFG logo and name is aservice mark of Mitsubishi UFJ Financial Group, Inc., and maybe usedbyitor other Group companies for branding or
marketing purposes. Group companies include MUFG Bank, MUFG Americas Capital Leasing & Finance, LLC, Mitsubishi UFJ Trustand Banking Corporation,
and MUFG Securities Americas Inc. Corporate or commercial lending or depositactivities are performed by banking affiliates o fMUFG, including, in the
United States, MUFG Bank.

FLOES™ s aservice mark of MUFG Securities Americas Inc.

© 2024 Mitsubishi UFJ Financial Group Inc. All rights reserved.
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