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It is tempting to paint a picture today of consumers struggling or on the edge. And let me be clear, many are. 

The rising cost of rent, food, gasoline, airplane tickets…heck, essentially everything… has been well-

publicized in the financial press and certainly felt in the pocketbook. This could be worrying on its face, given 

that our U.S. economy is roughly 70% driven by the consumer. If U.S. households were feeling the pinch and 

possibly cutting back their spending, then this must be bad news for the economy. Or so the logic goes. 

 

But inflation worries are only one side of the equation. As with most things, there’s more to the story.   

 

We have contended for some time that the odds of a recession have certainly risen in the last year or so, given 

the Fed’s tightwire efforts to slow the economy without triggering a recession – a difficult task with a spotty 

track record. But we have also contended that if a recession were to occur, our base case was that it would be 

“short and shallow .” Our primary rationale:  the health of the consumer. Has our base case changed?   

 

No.   

 

And for three main reasons: First, consumers, by and large, have put their financial houses in order by locking 

in low interest rates or refinancing their largest debt obligation - their mortgage. Second, they were saving 

more, helped by COVID-era largesse from the Federal government, and spending it down in a responsible 

manner. Finally, the employment picture was very favorable, reflected in low unemployment and rising real 

wages.   

 

For roughly 13 years, from 2009 to early 2022, American consumers were presented with an amazing oppor-

tunity. Interest rates during this time frame for mortgages, cars, and frankly any other form of debt was ab-

surdly low. In 2020, in fact,  the yield on the 10-year Treasury touched 0.32%, the lowest in 230 years, basical-

ly since the creation of the U.S. Treasury Department in 1789. [In Europe, interest rates fell to 500-year lows!] 

Homeowners did not sit still. They bought homes with long-dated terms, and they refinanced their mortgage 

– multiple times, in many cases - all at multi-century low rates. Today, the vast majority of homeowners are 

sitting on mortgages in the 4% to 5% range, with many many below 4%. See chart below. Importantly, these 

mortgage payments are predominantly fixed and protected against rising rates. Further, the number of 
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homeowners who were able to completely pay off their mortgage free and clear rose to 39%. So think about 

this for a moment: your monthly mortgage payment - the largest monthly bill, by far - is not moving one penny.  

This, while your income is rising.  The difference went right into the bank. 

Second, the Federal government’s response to COVID was massive and quick. Unemployed consumers were 
essentially “made whole” in terms of their paychecks - but they weren’t spending it on restaurants, movies, 
amusement parks, travel, etc, because they couldn’t! They were stuck at home. Again, the difference went 
right into the bank. 
 
And finally, real wage growth (wage growth net of inflation) has been positive for over a decade. True, real 
wages dipped into negative territory during the peak inflation of 2021 and 2022, but they are now back in sol-
id positive territory. So, while the price of items is going up, wages are more than keeping up. And for 
those switching jobs – job-switching has been at a multi-decade high – wage increases have been even higher. 
Once again, the difference goes right into the bank.    
 
The net net of these three forces was that cash balances - broadly defined by the Fed as checking, money mar-
kets, savings, and bank CDs – became mountainous over the decade and accelerated during the last 3 or 4 
years. See the graph below.   
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There has been a stream of headlines recently about how consumers are eating into this cash hoard, and that is 

true. Further, the future is always a bit murky, so any number of bad events could put a damper on consump-

tion and result in a recession much worse than our base case. Further still, the mix of what consumers are buy-

ing is shifting, so there will be winners and losers in the economy. But let’s be clear. American households are 

sitting on a ton of cash right now, and that should act as a buffer for most bad events. The amount might be 

coming down, but it is still a mountain. And for that reason, we still think the consumer is on solid footing. 
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