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The financial health of consumers is an important 
indicator of the broader economy. Consumer 
spending represents about 70% of all spending 
across the economy, and steady purchases are 
one reason economic growth has exceeded 
expectations over the past few years. However, 
recent consumer weakness is a concern among 
investors worried about a possible recession. 

Recent headlines paint a picture of rising debt 
levels and late payments amid worries of inflation 
and slowing growth. At the same time, other 
economic data shows strong consumer balance 
sheets, record-high household net worth, and 
manageable monthly payments. This apparent 
contradiction has left many investors wondering which narrative to believe, and whether cracks are forming 
beneath the surface. 

The answer lies in understanding what economists sometimes call a “two-speed economy,” where financial 
situations vary across consumer segments based on income, wealth levels, credit scores, and more.

While the financial challenges to large parts of the country should not be taken lightly, it’s important to 
separate what affects individuals and households from what impacts the stock market and portfolios. 
Consumer health indicators should be viewed as part of a more comprehensive picture that includes savings 
rates, debt service ratios, and overall net worth. This broader view helps explain why financial markets have 
remained relatively resilient despite these challenges.

One of the most closely watched indicators of consumer stress is the delinquency rate on various types 
of loans. Delinquencies occur when a consumer is late on their debt payments, which can occur for many 
reasons. Over the past two years, credit card and auto loan delinquencies have increased significantly, as 
shown in the accompanying chart.

Delinquencies are typically tracked in stages based on the number of days a payment is past due. A loan 
enters early-stage delinquency when payment is 30 days late, with severity increasing at 60 and 90+ days. 
The transition to new delinquencies is particularly important since it captures consumers who have recently 
begun struggling with payments. The fact that 90+ delinquencies for credit card loans have increased 
suggests that some consumers face ongoing financial difficulties.
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Auto loan delinquencies are particularly telling because consumers tend to prioritize the repayment of these 
debts, even during periods of financial difficulty. This is because having a car is essential for commuting 
to work and maintaining daily activities. This was especially true during the housing bubble when many 
mortgages were “underwater” - i.e., homeowners owed more on their mortgages than their homes were 
worth.

What explains rising delinquencies and the divergence among types of loans? Recent data shows that these 
factors are driven primarily by varying credit quality. Credit quality is typically categorized along a spectrum, 
from subprime (borrowers with weaker credit histories) to prime (those with stronger credit profiles). Prime 
borrowers generally present lower default risk to lenders, while subprime loans often command higher 
interest rates due to a lower likelihood of being repaid in full.

Recent figures suggest that the overall rise in auto loan delinquencies is concentrated heavily among 
borrowers with lower credit scores. As the accompanying chart shows, the difference in delinquency rates 
between subprime and prime borrowers is significant both in absolute terms and relative to their historical 
averages. Other data suggest the same pattern can be found in credit card delinquency rates.

This pattern also explains why major banks have not signaled broader concerns about the financial health of 
consumers. During recent earnings calls, bank executives noted the continued resilience of their consumer 
portfolios. This is true despite tariff fears, poor consumer confidence, heightened inflation concerns, and 
other worries.

The reality is that debt levels tend to rise over time as the economy grows. To properly assess consumer 
financial health, it’s important to consider debt levels in relation to income and savings. For instance, 
the ratio of consumer debt payments to household income currently stands at 5.5%. While this figure is 
moving toward its long-term average, it remains low by historical standards. This suggests that the average 
consumer is still in a healthy position when it comes to managing their monthly payments.

Similarly, household savings rates have stabilized in recent months, with Americans now saving 
approximately 4.6% of their paychecks, although this remains below the historical average of 6.2%. Also, 
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U.S. household net worth remains near record levels despite the market and economic uncertainty of 
the past few years. Together, these factors provide a strong foundation for the financial health of many 
consumers.

It’s important to acknowledge that these aggregate statistics can mask significant variation across 
demographic and economic groups. The challenges faced by subprime borrowers in this “two-speed 
economy” are a real and concerning development. However, from a macroeconomic and market 
perspective, the broader indicators of consumer finances remain healthy.

What does this mean for investors? While tariffs and market volatility have led to heightened inflation and 
recession concerns, overall consumer trends are still strong. This is positive for investors with portfolios that 
can withstand short-term market swings as markets stabilize from economic and policy uncertainty.

The bottom line? The two-speed economy explains why the overall consumer picture looks resilient despite 
pockets of financial stress. For investors, it’s important to focus on the longer-term trends to stay invested 
and achieve financial goals.
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