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$18.6 trillion

Key takeaways

» Avrecent tally of all forms of U.S. consumer debt totaled $18.6 trillion.

» While it is true that total consumer debt has reached a record high, we think it is a good idea to try and dig a bit
deeper to get a better view of what this number really means.

As we approach Christmas and the holiday gift-giving season, news media across the board have been reporting that
consumer credit-card debt has topped $1.2 trillion, a record high. Another statistic that gamered a lot of attention over the
past month or so tallied up all forms of consumer debt (mortgage loans, auto loans, credit cards, student loans, etc.) and
came up with a total of $18.6 trillion, also a record high per New York Federal Reserve data. Many of these media reports
implied that this level of debt meant that consumers were stretched and in poor financial condition.

While it is true that credit-card and total consumer debt have reached record highs, it is a good idea in our view to look
under the hood and try to dig a bit deeper to get a better view of what these numbers really mean. It helps to compare the
current level of consumer debt to an appropriate benchmark rather than looking at the absolute number in a vacuum. If you
look at the ratio of household debt to disposable income, the current reading just below 90% is close to the lowest levelin at
least the last 25 years according to Bloomberg data. The only periods where the ratio was lower were in the early months of
the COVID-19 pandemic and the 18 months from the start of 2021 through June 2022. The highest level, near 135%, came
in late 2007 just before the Great Financial Crisis gripped markets.

What's more, we wrote recently in this weekly piece that the consumer economy was bifurcated. In other words, some
consumers have been doing rather well in the current economy (high wage eamers) while others were struggling (those at
the lower end of the income scale). A portion of our unfavorable rating on the Consumer Discretionary sectoris tied to
lower-end consumer headwinds.

Think of it this way: Consumers at the lower end of the income scale spend a much higher percentage of their income on
basic necessities like food and shelter. They have far less extra income to spend on discretionary items like vacations, cars,
and dinners at restaurants than those at the higher end of the income spectrum. While discretionary spending is normally
skewed toward these higher-income earners in a typical economic cycle, this time around wages for those at the lower end
of the income scale have not kept up with the pace of inflation and the skew or divergence has increased meaningfully. This
means their buying power has gone down as prices have gone up. “Affordability” has recently become a big news headline.

So, debt is a big number, but we should look past that for perspective. What's more, mortgage debt is not extreme right
now, and credit-card delinquencies have risen only modestly. It appears younger borrowers and those at the lower end of
the income scale have been the most affected. But overall debt balances continue to increase with income, and top earners
continue to spend. We believe tax refunds next spring should lead to consumer-spending growth.

We do see the economy improving as we move through 2026. Artificial-intelligence (Al) related capital expenditures and
deregulation should also positively affect a number of different segments of the economy.
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Risk considerations
Forecasts are based on certain assumptions and on views of market and economic conditions which are subject to change.

Each asset class has its own risk and return characteristics. The level of risk associated with a particular investment or asset class generally correlates with the level of return the investment or asset
class might achieve. Stock markets are volatile. Stock values may fluctuate in response to general economic and market conditions, the prospects of individual companies, and industry sectors. Risks
associated with the Consumer Discretionary sector include, among others, apparel price deflation due to low-cost entries, high inventory levels and pressure from e-commerce players, reduction in
traditional advertising dollars, increasing household debt levels that could limit consumer appetite for discretionary purchases, declining consumer acceptance of new product introductions, and
geopolitical uncertainty that could affect consumer sentiment.

General Disclosures

Global Investment Strategy (GIS) is a division of Wells Fargo Investment Institute, Inc. (WFII). WFIl is a registered investment adviser and wholly owned subsidiary of Wells Fargo Bank, N.A., a bank
affiliate of Wells Fargo & Company.

The information in this report was prepared by Global Investment Strategy. Opinions represent GIS’ opinion as of the date of this report and are for general information purposes only and are not
intended to predict or guarantee the future performance of any individual security, market sector or the markets generally. GIS does not undertake to advise you of any change in its opinions or the
information contained in this report. Wells Fargo & Company affiliates may issue reports or have opinions that are inconsistent with, and reach different conclusions from, this report.

The information contained herein constitutes general information and is not directed to, designed for, or individually tailored to, any particular investor or potential investor. This report is not
intended to be a client-specific suitability or best interest analysis or recommendation, an offer to participate in any investment, or a recommendation to buy, hold or sell securities. Do not use this
report as the sole basis for investment decisions. Do not select an asset class or investment product based on performance alone. Consider all relevant information, including your existing portfolio,
investment objectives, risk tolerance, liquidity needs and investment time horizon. The material contained herein has been prepared from sources and data we believe to be reliable but we make no
guarantee to its accuracy or completeness.

Wells Fargo Advisors is registered with the U.S. Securities and Exchange Commission and the Financial Industry Regulatory Authority, but is not licensed or registered with any financial services
regulatory authority outside of the U.S. Non-U.S. residents who maintain U.S.-based financial services account(s) with Wells Fargo Advisors may not be afforded certain protections conferred by
legislation and regulations in their country of residence in respect of any investments, investment transactions or communications made with Wells Fargo Advisors.

Wells Fargo Advisors is a trade name used by Wells Fargo Clearing Services, LLC and Wells Fargo Advisors Financial Network, LLC, Members SIPC, separate registered broker-dealers and non-bank
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