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Overview of the economy




U.S. economic growth

Percent Changes in Real GDP
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Presenter
Presentation Notes
U.S. economy grew a strong 2.9% last year, fastest since 2015.
And very strong 3.1% in the first quarter of this year.
But can see it slowed considerably to 2.1% in the second quarter.
Why do we care?
Well, when economic growth is high, wages and income typically increase, people take out more loans, and credit unions tend to do well: strong loan growth, healthy portfolios.
This strong growth is driven by:
Strong labor markets / Low unemployment.
Confident consumers
Tax cuts and jobs act.
However, we expect this to slow:
Tax cuts will wear off and growth will revert to longer-term sustainable level.
Expect growth to slow to about 2.1% this year.
Why? (Next slide)



U.S. unemployment rate (%)

Source: BLS
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Presenter
Presentation Notes
Unemployment rate at a very low 3.7%, the lowest in nearly 50 years.
But job growth is slowing.
Strong wage growth of 3.2% from a year ago.


Inflation — Core PCE index

Percent change from a year ago // Bureau of Economic Analysis
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Presenter
Presentation Notes
PCE inflation—the Fed’s preferred measure—has been consistently below the 2.0% target.
Indicates no real pressure to increase interest rates at the moment.
Also presents a bit of a mystery, since most economic models predict that we should have much higher inflation with such low unemployment and strong economic growth.
Could be due to factors such as increased use of technology, more competition, monopoly power, fewer unions, etc.



Household debt

Trillions $US, 2003-2018 // Source: Federal Reserve Bank of New York / Equifax
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Presenter
Presentation Notes
The strong economy has led to record household debt which is now in fact higher than it was prior to the financial crisis in absolute terms.
Mortgage debt is higher than it was pre- financial crisis.
Many people point to this as a major cause for concern.
But important to point out that this is a nominal figure—not adjusted for inflation or population growth.
If we look at household debt as a percent of GDP, it’s much lower than it’s been in at least 10 years.




Household debt as a percent of GDP

Percent, 2005-2018 // Source: Federal Reserve Bank of St. Louis / International Monetary Fund
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Presenter
Presentation Notes
If we look at household debt as a percent of GDP, it’s much lower than it’s been in at least 10 years.



Household debt service payments as o
percent of disposable personal income

Source: Federal Reserve

14.0
13.2
13.0
12.0
11.0
10.6
9.9
10.0
9.0
8.0
O — A M X 1 VN © O O — N M T W VOMNWDO O — N M T W VN O K O — N ™M X 1 O N © O
® O O OV O DB O D O DB X O~ ™ORN RND DO DY ===
———————————————————— SORRSIRS SR SR S AR SR S R SR S R SR S AR SN SR A SR S SR S AR SR o

®) Credit Union
. National
CUNA ASSOCiaﬁOH © Credit Union National Association 2019. All rights reserved.


Presenter
Presentation Notes
And if we look at actual debt service payments as a percent of disposable income, it’s the lowest it’s been since at least 1980:
Why might this be?
Lower interest rates help keep monthly payments low.
Longer and more flexible repayment schedules:
Particularly for student loans, that tend to have long terms and a lot of flexible repayment options.
Average auto loan also has a longer term than in the past.
So, household debt seems a lot more sustainable than it’s been in the past.



Mortgage Loan Origination by Credit Score

Billions $US // Source: Federal Reserve Bank of NY / Equifax
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Presenter
Presentation Notes
Also, if we look at mortgage debt broken up by credit score, it’s much higher quality debt than before the financial crisis.
Also, the total amount of annual mortgage originations has also fallen to about half of what it was pre-crisis:
A much more sustainable level of mortgage originations compared to before the crisis.



Household debt without mortgages

Trillions $US, 2003-2018 // Source: Federal Reserve Bank of New York / Equifax
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Presenter
Presentation Notes
Now let’s zoom in on total debt without mortgage:
Do you notice any trends?
Which category is growing the most?


Student loan debt

Trillions $US, 2003-2018 // Source: Federal Reserve Bank of New York / Equifax
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Presenter
Presentation Notes
That’s right: student loans!
Now at about $1.5 trillion, and recently surpassed auto loans and second largest category of household debt after mortgage debt.
Average undergraduate has about $30,000 in debt.
Average graduate student about $40,000.
Is this a crisis?
Some evidence that it’s prevent young people from buying their first home.
But still a really good investment: People with a bachelor’s degree make $2k per month more in monthly earnings--$1 million over a lifetime.
Also, median debt is only $17k:
Average is skewed by doctors, lawyers, PhDs, who take out a lot in student loan debt.



The next recession

Source: Wall Street Journal Survey of Economists // Survey conducted in July 2019
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Presenter
Presentation Notes
However, there are some warning signs on the horizon, and economists are starting to take note:
In July 2019, economists surveyed by the Wall Street Journal expected a more than 50% chance of a recession by the end of 2020
And over 90% expect a recession by the end of 2021.
Why is there so much cause for concern?



Indicators of a Recession

1. Yield Curve

2. Unemployment Rate Changes
3. Consumer Sentiment

4. Manufacturing Index

5. Auto Sales
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Presenter
Presentation Notes
Let’s look at some of the most commonly cited indicators of a recession.


Yield curve & recessions

Source: Federal Reserve & NBER
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Presenter
Presentation Notes
Historically, if short-term rates rise above long-term rates—what we call an “inverted yield curve”—this tends to be the best predictor of recessions:
In fact, every recession in the past 60 years has been preceded by an inverted yield curve.
The short-term yield curve has been inverted for months now, and the two-year treasury curve also just inverted, causing stock markets to tumble.
This is probably the biggest red flag warning sign that economists are pointing to.



Unemployment Rate

Gap between unemployment rate & low point over past 12 months
Source: BLS via St. Louis FRED
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Presenter
Presentation Notes
Another strong predictor of a recession is changes in the unemployment rate:
What we call here the “unemployment gap.”
Measures the differences between the current unemployment rate and the low-point over the past 12 months.
You can see how this has shown big increases immediately preceding the last few recessions:
But not a perfect indicator.
In any case, we have seen no evidence of an increase in unemployment so far:
So even if a recession is on the horizon, doesn’t appear that it is immediate, at least according to this indicator.



Index of consumer sentiment

Source: University of Michigan
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Presenter
Presentation Notes
Another indicator that economists and journalists often point to is lowering consumer confidence:
It’s true that consumer confidence has taken a hit in recent months with the trade war, government shutdown and volatility in the stock market.
But in fact consumer confidence remains quite elevated and well-above its long-run average:
At 98, it’s over 12 points higher than the long-run average of 86.
It also just rose again last month after falling for a couple of months.
So consumers are still pretty confident—but this is something that could change quickly if the political or economic situation changes drastically.




ISM Manutacturing Index

Percent // Source: Institute of Supply Management and NBER
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B
Total Auto Sales

Year-over-year percentage change
Source: U.S. BEA via St. Louis FRED
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Presenter
Presentation Notes
Finally, auto sales is another important indicator:
Most consumers now finance automobiles with loans, so it’s a good indicator of whether consumers are optimistic about their ability to pay an auto loan payment going forward.
Also, auto loans make up about 1/3 of credit union loan portfolios, so very important for credit unions.
Again, you can see that auto loan growth went negative before each of the past recessions.
We do see auto loan growth slowing, and going slightly negative:
But again not entirely clear: Certainly nowhere near what it was prior to previous recessions.


Indicators of a Recession

Yield Curve: Maybe
Unemployment Rate: No
Consumer Sentiment: No
Manufacturing Index: Maybe
Auto Sales: Maybe
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Presenter
Presentation Notes
So, what’s the verdict?
Well, you can see how hard this is for economists:
According the yield curve, we will definitely have a recession.
But according to other indicators, a recession is not on the horizon, at least anytime soon.
Other indicators are less clear.
Depends a lot on government policy.
Important point is that we’re definitely heading into a slowdown.
Whether it actually becomes an official recession or not is up to policymakers.



Leading Economic Indicators

Philadelphia Fed Index // Source: Moody's, Federal Reserve Bank of Philadelphia and NBER
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Yield Curve Inversion = Recessione

Three reasons it may not be a reliable indicator foday:
1. Inflation is low

2. Federal Reserve purchases of government bonds
3. Very low bond yields in other advanced countries
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Presenter
Presentation Notes
But let’s look a little more closely at the yield curve:
Some economists—including former Fed Chair Janet Yellen—argue that this is not a good indicator of a recession this time around.
Why not?
Three reasons:
Also, historically recessions, on average, follow an inverted yield curve as much as 1-2 years later, so could still be some time for the Fed to act.


Trade War

Source: Wall Street Journal Survey of Economists, August 2019
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Presenter
Presentation Notes
Are we officially in a “trade war” with China?
One year ago, 50% of economists said “no.”
Preferred terms like “trade dispute”.
Now, nearly 90% of economists surveyed by the Wall Street Journal claim we are in a full “trade war.”



“...according to our
estimates, these higher
tariffs are likely to create
large economic
distortions and reduce
U.S. tariff revenues.”

New China Tariffs Increase Costs

to U.S. Households.

- Mary Amiti, Stephen J. Redding, and David E.
Weinstein. Liberty Street Economics. Federal
Reserve Bank of New York. May 23, 2019.
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The U.S. Tariffs’ Costs
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Presenter
Presentation Notes
The New York Fed economists estimate that the total annual impact to consumers of the 25 percent tariffs on Chinese imports is roughly $106 billion, or $831 per household. 
That’s about $70 per household per month, a fairly significant sum.
And this was just on the initial 2018 tariffs so didn’t include the additional $200 billion or so of new tariffs on China, so this could be significantly higher.
Even if tariffs are removed, the uncertainty that it creates really hurts business confidence and investment.



CHINA'S SOYBEAN IMPORTS VOLUME CHINA’S SOYBEAN IMPORTS SHARE
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Presenter
Presentation Notes
This increases prices for consumers.
But that’s just the effect on American consumers—what about producers? 
Well, as China increases tariffs on U.S. exports, American producers are also harmed. 
Those worst affected are probably U.S. farmers, who export a significant amount to China. For example, the United States exports about half of its soybeans internationally, and China consumes about 62 percent of all soybean exports, including 33 percent of total U.S. soybean production. 
As tariffs have gone up, China has significantly reduced soy imports from the U.S. and shifted to other countries. 
Tt has significantly increased imports from Brazil, another major soy exporter. 
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Still Sluggish Global Growth
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Presenter
Presentation Notes
Cut global growth to 3.2% in 2019 and 3.5% next year.
Both of these were at 4.0% in January, so relatively major downward revisions.
Growth of less than 3.3% would be the lowest since 2009 in the middle of the financial crisis.
Risks facing global economy:
Trade tensions
Lower inflation and low interest rates.
Constrained ability of central banks to combat downturns.
Brexit
Climate change
Political unrest








Credit union operations




Loan Growth

Credit union 12-month loan growth (%) // Source: NCUA and CUNA
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Presenter
Presentation Notes
Loan growth shows even more signs of slowing:
We had four straight years of double-digit loan growth, fastest since the 1990s.
However, starting to see a downward trend.
2018 was still quite strong at 8.9%, but see that we’ve now had two straight years of slower loan growth.
In 2019:
First quarter year-over-year growth of 7.8%.
As of June, monthly estimates show year-over-year growth of just 6.3%.
Our forecast still has relatively strong 2019 growth of 7.5%, then continuing to slow to 7.0% next year.
But certainly could drop off much faster if the economy falls closer to recession.



Loan Growth by Product

12-month growth within seven key portfolios // Source: NCUA and CUNA
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Presenter
Presentation Notes
We see particularly dramatic falls in auto lending.
Second mortgages and first mortgages have remained relatively strong with the low interest rates.
Unsecured debt and credit cards have both increased, perhaps a warning sign.


Credit union delinguency rates

Source: NCUA, CUNA // End of period / percent
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Presenter
Presentation Notes
Lowest delinquency rate since at least 1980!
Expect delinquencies to stay low but increase slightly next year as borrowers get longer into their loan terms.
Should continue to stay relatively low.
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