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The Key Wealth Institute is a team of highly
experienced professionals from across wealth
management, dedicated to delivering commentary
and financial advice. From strategies to manage
your wealth to the latest political and industry
news, the Key Wealth Institute provides proactive
insights to help grow your wealth.

Consumer spending is a major driver of the US economy,
accounting for nearly 70% of our nation’s total Gross
Domestic Product (GDP). Measured as a share of the
world’s GDP, US expenditures represent roughly 17%, on
par with the total economic output from Japan, Germany,
the United Kingdom, and Italy, combined! In other words,
as goes the US Consumer, so goes the global economy.

Over the past few years and on the whole, the US
Consumer has been in a spending mood, especially when
it comes to spending on services. Services encompasses
things such as vacations, food, healthcare-related
expenses, and even things like haircuts, dry cleaning, and
tax preparation. Money spent on services outpaces goods
by a margin of 2.5:1, and with an increasing emphasis
being placed on experiences over things, this gap seems
destined to widen even further.

In the immediate aftermath of COVID-19 in April 2020,
services-related spending cratered by more than 16%, the
biggest decline ever recorded. The following year,
however, consumer spending exploded by an
astronomical and unprecedented rate of nearly 24%. Since
then, spending on services has returned to a more modest
rate of 8%. But this is still roughly twice that of the average
rate over the past 30 years of 4.6%.
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These statistics frame an important narrative — US
consumer spending is critical to the ongoing growth of the
US and the global economy. But they don’t reveal the
whole picture.

The statistics cited above are expressed in nominal terms.
That is, they are not adjusted for inflation. After such an
adjustment is made, consumer spending on services is
still growing, but at a far more muted pace of 2.6%. To be
true, this rate of spending is strong relative to the average
rate of the past 20 years of 1.8%, but the rate of growth is
slowing and bears monitoring'.

Recently, the Supreme Court of the United States
(SCOTUS) struck down the Biden administration’s student
loan forgiveness program. We will refrain from discussing
the Court’s rationale and leave it to others to opine on the
political consequences. Instead, we’ll focus on economic
conseqguences that may arise as a result.

Under their original proposal the Biden Administration
relied on the Higher Education Relief Opportunities for
Students Act (HEROES Act), first introduced after the
September 11, 2001, terrorist attacks. The law permitted
the waiver of education-related debt obligations during the
time of war or national emergency and the Administration
argued that COVID-19 was such a national emergency
that put borrowers “in a worse position financially.” The
proposal provided debt cancellation of up to $20,000 for
borrowers with individual income less than $125,000
($250,000 for married couples).

With the SCOTUS decision, student loan repayments are
currently scheduled to resume on October 1, 2023, after
more than three years of forbearance. Based on various
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media reports?, there is over $1 trillion in student loan
obligations currently in forbearance linked to nearly 27
million borrowers. These debts will now likely come due
which could cause some consumers to reprioritize their
finances, alter their spending patterns, and trigger a
slowdown for the broader economy.

Companies dependent on consumer spending have
signaled their concerns. A major US retailer, for instance,
recently informed their investors that they are “closely
watching emerging challenges to consumer spending due
to the end of the fiscal stimulus and the resumption of
student loan payments.”

Similarly, economic forecasters have attempted to put pen
to paper and estimate the aggregate fallout. When doing
s0, however, the impact is thought to be relatively
modest, potentially shaving 0.1-0.2% of total US GDP.
Meanwhile, other proposals being drafted to lessen the
burden include offering extended grace periods for certain
borrowers along with implementing a new repayment plan
known as SAVE (Saving on a Valuable Education).

Under this program the typical borrower could save more

than $1,000 per year on payments, allow many borrowers
to make $0 monthly payments, and ensure borrowers do

not see their balances grow from unpaid interest.

That said, the uncertainty surrounding future obligations
could cause some consumers to pause. Statistics vary
considerably as to the average monthly student loan
repayment amount, ranging from $150 to $300 per month.
So it seems plausible that spending will moderate at a time
that the labor market is beginning to cool and other forms
of tightening are emerging, and while higher student loan
indebtedness may not necessarily be a catalyst for the
next recession, it could be a contributor to it.

1. Figures derived from The Federal Reserve Bank of St. Louis FRED Economic Database
2. Source: Bloomberg

For more information, please contact your advisor.

o=

Page 2 of 2

The Key Wealth Institute is comprised of a collection of financial professionals representing Key entities including Key Private Bank, KeyBank Institutional Advisors, and Key
Investment Services. Any opinions, projections, or recommendations contained herein are subject to change without notice and are not intended as individual investment advice.
This material is presented for informational purposes only and should not be construed as individual tax or financial advice.

Bank and trust products are provided by KeyBank National Association (KeyBank), Member FDIC and Equal Housing Lender. Key Private Bank and KeyBank Institutional Advisors
are part of KeyBank. Investment products, brokerage and investment advisory services are offered through Key Investment Services LLC (KIS), member FINRA/SIPC and SEC-
registered investment advisor. Insurance products are offered through KeyCorp Insurance Agency USA, Inc. (KIA). KIS and KIA are affiliated with KeyBank.

Investment and insurance products are:

NOT FDIC INSURED © NOT BANK GUARANTEED e MAY LOSE VALUE e NOT A DEPOSIT @ NOT INSURED BY ANY FEDERAL OR STATE GOVERNMENT AGENCY

KeyBank and its affiliates do not provide legal advice. Individuals should consult their personal tax advisor before making any tax-related investment decisions.

© 2023 KeyCorp.

230426-2042861-1261353037





