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Household Debt Surpasses 2008 Peak

Household debt rose 1.2 percent in Q1 to $12.73 trillion, surpassing the $12.68 trillion mark set in Q3-2008.
After accounting for population growth and inflation, however, households are not nearly as levered as 2008.
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Aggregate Household Debt Returns to 2008 Levels

Household debt rose by $149 billion in Q1-2017, bringing the aggregate
level of debt to an all-time high (top chart). Although the return to this level
of debt has grabbed headlines, there are a few important considerations
when comparing household borrowing today relative to a decade ago.

First, the composition of debt has changed significantly. There has been a
shift away from mortgage lending and towards autos and education-related
debt. As a share of total debt, student loans have more than doubled from a
4.8 percent share in Q3-2008 to a 10.6 percent share today. Auto lending
has seen a similar, albeit more moderate, trend. Mortgage debt, however,
remains $670 billion below its 2008 peak.

Second, although household debt has surpassed its previous peak, this
ignores a series of other factors, such as population growth, inflation and
growth in real output. As illustrated by the dark line in the middle chart,
nominal debt per capita still remains short of its 2008 level. After adjusting
for inflation, blue line, it is even clearer that the average household’s debt
portfolio is smaller relative to a decade ago. When viewed through this lens,
the recent growth in household debt looks much more modest.

Loan Quality Fairly Stable on Trend

In terms of loan quality, household debt delinquencies remained roughly
flat in Q1, although there were some differences between categories of
loans. Auto loan delinquencies ticked modestly higher and have risen very
gradually over the past few quarters (bottom chart). Credit standards on
autos have tightened from already relatively constricted levels; the median
credit score for a newly originated auto loan was 706 in Q1, a 6 point
increase from Q4 and well above the 686 reading in Q3-2007 on the eve of
the Great Recession.

Mortgage debt drove most of the growth in Q1. As we have highlighted in
other reports, a mild winter weather likely pulled forward some housing
activity that would typically take place in the spring. This in turn helped
spur a strong first quarter for the housing market, with real residential
construction expenditures rising at a 13.7 percent annualized rate. Auto
loans and student loans grew $10 billion and $34 billion, respectively,
while credit card balances declined by $15 billion.

On balance, the recent growth in household debt is a broad sign of strength
rather than consumer weakness. Student loans remain a long-term secular
challenge, and other areas, such as autos, warrant close monitoring as new
data become available. That said, household leverage remains lower than it
was in the 2000s credit bubble while the personal saving rate is higher.
Despite the Q1 weakness, we expect real consumer spending to rebound in
Q2 amid an ever-tightening labor market and healthy consumer
confidence.
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Household Debt

Trillions of Dollars

Other Consumer Debt: Q1 @ $367B
HE Revolving Credit: Q1 @ $456B
Credit Card Debt: Q1 @ $764B

W Auto Loans: Q1 @ $1,167B
Student Loan Debt: Q1 @ $1,344B
m Mortgage Debt: Q1 @ $8,627B
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U.S. Household Debt Per Capita
Thous. of USD, Inflation-Adjusted Values Based to Q1 2009
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—Nominal Debt per Capita: Q1 @ $47,651
Real Debt per Capita: Q1 @ $41,455
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Household Debt Delinquencies

Percent of Balance 90+ Days Past Due

—Credit Card: Q1 @ 7.5%
—Student Loans: Q1 @ 11.0%
Mortgage: Q1 @ 1.7%
Auto: Q1 @ 3.8%
HELOC: Q1 @ 2.1%
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Wells Fargo U.S. Interest Rate Forecast

Actual Forecast
2016 2017 2018
1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q
Quarter End Interest Rates

Federal Funds Target Rate 0.50 0.50 0.50 0.75 1.00 1.25 1.50 1.50 1.50 1.75 2.00 2.25
3 Month LIBOR 0.63 0.65 0.85 1.00 1.15 1.45 1.70 1.70 1.70 1.95 2.20 2.45
Prime Rate 3.50 3.50 3.50 3.75 4.00 4.25 4.50 4.50 4.50 4.75 5.00 5.25
Conventional Mortgage Rate 3.69 3.57 3.46 4.20 4.20 4.29 4.45 4.46 4.47 4.48 4.55 4.62
3 Month Bill 0.21 0.26 0.29 0.51 0.76 1.02 1.30 1.40 1.45 1.50 1.75 2.02
6 Month Bill 0.39 0.36 0.45 0.62 0.91 1.19 1.45 1.56 1.60 1.66 1.92 2.18
1 Year Bill 0.59 0.45 0.59 0.85 1.03 1.35 1.65 1.80 1.85 1.90 2.10 2.31
2 Year Note 0.73 0.58 0.77 1.20 1.27 1.55 1.90 2.00 2.05 2.11 2.26 2.41
5 Year Note 1.21 1.01 1.14 1.93 1.93 2.10 2.40 2.46 2.49 2.52 2.66 2.80
10 Year Note 1.78 1.49 1.60 2.45 2.40 2.55 2.72 2.75 2.76 2.78 2.86 2.94
30 Year Bond 2.61 2.30 2.32 3.06 3.02 3.18 3.44 3.54 3.56 3.58 3.67 3.76

Forecast as of: May 10, 2017

Wells Fargo U.S. Economic Forecast and FOMC Central Tendency Projections

2017 2018

Change in Real Gross Domestic Product

Wells Fargo 2.2 2.7

FOMC 2.0to 2.2 1.8 to 2.3
Unemployment Rate

Wells Fargo 4.4 4.3

FOMC 4.5to 4.6 4.3to0 4.6
PCE Inflation

Wells Fargo 1.8 2.2

FOMC 1.8 to 2.0 1.9to 2.0
"Core" PCE Deflator

Wells Fargo 1.8 2.2

FOMC 1.8to 1.9 1.9to 2.0

Forecast as of: May 10, 2017

NOTE: Projections of change in real gross domestic product (GDP) and in
inflation are from the fourth quarter of the previous year to the fourth
quarter of the year indicated. PCE inflation is the percentage rate of change
in the price index for personal consumption expenditures (PCE). Projections
for the unemployment rate are for the average civilian unemployment rate in
the fourth quarter of the year indicated.

Fed Data as of: March 15, 2017

Source: THS Global Insight, Bloomberg LP, Federal Reserve Board and Wells Fargo Securities
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