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- The 55-64 year olds saw their net worth decline by almost $100k from 2007 to 2010 (p. 4)
Median net worth declined $50k from 2007 to 2010 for couples with children (p 5)

Main messages in this presentation

- Median net worth declined $50k from 2007 to 2010 for couples with children (p. 5)
- College educated families saw their net worth decline by a third from 2007 to 2010 (p. 6)
- Families on the West Coast experienced the biggest wealth decline during the crisis (p. 8)
- The most important reason for saving money is no longer retirement but liquidity (p. 9)
- The median value of stock holdings for all households has fallen from $43k in 2001 to $30k in 2010 (p. 

10)
- Housing makes up 50% of all household assets, except for the 90th percentile of income (p. 14)
- Leverage, i.e. household debt divided by household assets, is highest for the middle-income groups (p. 

17)
- Leverage for <35 year olds is more than 50% (p. 18)
- Mortgage debt went up for high income families from 2007 to 2010, but fell for middle-income families (p. 

21)
- Average credit card balance for high-income families is $8k (p. 22)
- Household debt is falling and assets are slowly edging up, i.e. balance sheet repair continues (p. 32 and 

48)
- The number of people who are going into foreclosure is falling (p. 46)p p g g g (p )
- Households’ financial obligations ratio now at the lowest level since 1984 (p. 54)
- Overall, we have seen a continued improvement in consumer demand for loans and banks’ willingness to 

lend (p. 71)
Bottom Line: Household sector balance sheet repair continues and household deleveraging could
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Bottom Line: Household sector balance sheet repair continues and household deleveraging could 
come to an end in late 2012 as the housing market continues to improve and home prices 
start rising modestly.



How much did 
household wealth 
decline during the 
crisis across thecrisis across the 

income distribution?income distribution?
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Median net worth of the 90th

percentile of income is around $1mn
Median family net worth by percentile 
income of families, 2001–10 surveysThous of 2010 
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The 55-64 year olds saw their net worth decline 
by almost $100k from 2007 to 2010

Median family net worth, by age of head of families, 
2001–10 surveys
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Median net worth declined $50k from 2007 
to 2010 for couples with children

Median family net worth by family structure, 2001–10 
surveys
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College educated families saw their net 
worth decline by a third from 2007 to 2010

Median family net worth, by education of head of family, 
2001–10 surveys
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Net worth for self-employed declined 
$100k during the crisis

Median family net worth, by current work status of the 
head, 2001–10 surveysThous. 2010 
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Families on the West Coast experienced 
the biggest wealth decline during the crisis

Median family net worth, by region, 2001–10 surveys
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The most important reason for saving 
money is no longer retirement but liquidity
Reasons respondents gave as most important for their 
families' saving, distributed by type of reason, 2001–10 

surveys% %
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The median value of stock holdings for all households 
has fallen from $43k in 2001 to $30k in 2010
Direct and indirect family holdings of stock, by selected 

characteristics of families, 2001–10 surveys
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For families in the 90th percentile of income 
the median holding of stocks is $270k

Direct and indirect family holdings of stock, by income 
distribution, 2001–10 surveys
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Percentage of family holdings of primary residence by

For high-income groups the homeownership rate is higher

Percentage of family holdings of primary residence by 
percentile  of income, 2007 and 2010 surveys
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M di l f h ldi f f ili h ldi t f

For the 90th percentile of income the 
median value of their home is around $500k

Median value of holdings for families holding asset of 
primary residence by  percentile  of income 2007 and 2010 
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Housing makes up 50% of all assets, 
except for the 90th percentile of income

House value as a percentage of all assets in group
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A t f d bt f ll f ili di t ib t d b t f d bt

Most household debt is mortgage debt

Amount of debt of all families, distributed by type of debt, 
2010 surveys
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Leverage, i.e. debt as a share of assets, was 16% in 2010

Leverage ratio of all families 2001-10 surveys
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Leverage is highest for the middle-income groups

Leverage ratio of group by income distribution, 
2010 surveys, percentile of income
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% %

Leverage for <35 year olds is more than 50%

Leverage ratio of group by selected family characteristics, 
2010 surveys, Age of head60
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L ti f b l t d f il h t i ti

College degree families have the lowest leverage

Leverage ratio of group by selected family characteristics, 
2010 surveys, Education of head
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L ti f b l t d f il h t i ti

Families in the West and Midwest 
have the highest leverage

Leverage ratio of group by selected family characteristics, 
2010 surveys, Education of head
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Family holdings of debt by selected characteristics of

Mortgage debt went up for high income families from 
2007 to 2010, but fell for middle-income families

Family holdings of debt, by selected characteristics of 
families and type of debt, primary residence, 2007 and 2010
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Family holdings of debt by selected characteristics of

Average credit card balance vary from $1k to $8k, and high income 
families increased their average balance from 2007 to 2010

Family holdings of debt, by selected characteristics of 
families and type of debt, Credit card balance, 2007 and 

2010
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50% of families with credit cards 
have a store or gasoline credit card

Families with credit cards, 2010
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About a third use the internet to 
make investing and borrowing decisions
Information used for decisions about borrowing or 

investing, 2010
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For people who don’t have banking accounts 28% say 
that it is because they don’t like dealing with banks

Distribution of reasons cited by respondents for their 
families' not having a checking
account, by reason, 2010 survey27.8

2

30

%

2

30

%

20.3
20

25

20

25

10.6 10.3

7.4 7.4 7.3
10

15

10

15

4.7 4.2

0

5

e th te o re ve m is h er an or a g s

0

5

D
o 

no
t l

ik
e

de
al

in
g 

w
it

ba
nk

s
D

o 
no

t w
rit

en
ou

gh
ch

ec
ks

 t o
m

ak
e 

it
S

er
vi

ce
ch

ar
ge

s 
a r

to
o 

hi
gh

D
o 

no
t h

av
en

ou
gh

m
on

ey

M
in

im
u m

ba
la

nc
e 

to
o 

hi
g h

O
th

e

D
o 

no
t

ne
ed

/w
an

t a
ac

co
un

t
C

an
no

t
m

an
ag

e 
o

ba
la

nc
e 

a
ch

ec
ki

ng

C
re

di
t

pr
ob

le
m

Deutsche Bank 25
Torsten Slok, torsten.slok@db.com  +1 212 250-2155                      June 2012

Source: FRB, DB Global Markets Research



Location is the most important factor 
when households choose which bank to use

Distribution of reasons cited by respondents as the most 
important reason for choosing

institution for their main checking account, 2010 survey
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Less than 20% of families with directly held stocks have 
more than 10 stocks in their portfolios

Families with directly-held stocks
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The consumer’s post-
crisis balance sheet
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A lot of potential for consumer spending to move up toward 
the pre-crisis trend, but more employment and 

household balance sheet repair is needed to get therehousehold balance sheet repair is needed to get there
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US consumer confidence no longer rising…
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…but confidence is still higher than the average 
lows of previous recessions

Conference Board's consumer confidence index
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Household debt is falling and assets are slowly edging 
up, i.e. balance sheet repair continues
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Asset prices, i.e stock prices and home prices, are a key driver of 
whether consumers decide to save or spend. Partly through wealth 

effects partly through confidence effectseffects partly through confidence effects
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Understanding the 
Deleveraging 

Process
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Understanding leverage
L i D l iLeveraging up
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Leverage enters traditional consumption models via households’ net 
worth. In other words, what happens to equity and home prices is 

very important for how much more deleveraging is needed

Private consumption is driven by:

Consumption = A1*Income + A2*Net Housing Wealth + 
A3*Net Financial Wealth + A4*Interest rate

Households’ net worth = assets – liabilities. Assets are much 
more volatile than liabilities. And assets are driven by 
expectations to the future and Fed policy As a result lowerexpectations to the future and Fed policy. As a result, lower 
interest rates and easier financial conditions (for example as 
a result of QE/Operation Twist and Fed communication) can 
lead to higher asset prices which again can end thelead to higher asset prices, which again can end the 
deleveraging process and ultimately raise consumer 
spending growth. If asset prices don’t rise then the 
deleveraging process will take longer to complete.
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Banks are more willing to lend to consumers

80 80

FRB Sr officers survey: banks' willingness to lend to 
consumers
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Average down payment on a house rising recently
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Source: FHFA, Haver Analytics, DB Global Markets Research

* Denotes the average down payment on all loans closed 



How far are deleveraging 
indicators from their preindicators from their pre-

bubble (=2003/2004) levels?( )
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We are back to the historical trend in debt/income 
– undershooting likely

Household debt/income
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Household liabilities to assets now below trend

Debt/asset ratio for US households
ratio ratio
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Consumer credit growth has cut through zero …

Consumer credit growth (excl. student loans)
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$ bil $ bil

…but because of ongoing problems in the housing market new seriously 
delinquent loans are only back to their 2007 level and starting to move sideways... 

New seriously delinquent balances by loan type*
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…and 90+ days delinquent balance near 2008 
and 2009 levels and moving sideways…

C dit C d HE R l i St d t L

Percent of Balance 90+ Days Delinquent by Loan Type*
% %
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…but we have seen an improvement recently in 
transition rates for loans that are 30-60 days delinquent…
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…and the number of people who are going into foreclosure is falling…
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…and the total number of households in 
foreclosure slowly coming down…
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…and home prices starting to turn up…
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$ tril

…and total household absolute debt levels back to the 2007 level…
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…but as a share of income the downtrend in household 
debt continues and we are currently at 2003/2004 levels...

Household liabilities
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T t l b l b d li t t

…and the number of loans that are current are at the 2008 level…

Total balance by delinquency status
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Thous Thous

…and new foreclosures and bankruptcies still
elevated but lower than in 2009 and 2010…
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…and still significant collection problems: Average collection 
amount per person at $1,500, an all-time high
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Households’ financial obligations ratio at the lowest 
level since 1984, mainly because of low interest rates

Financial obligations ratio
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Household 
Deleveraging at the 

St t L lState Level
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Per capita debt levels vary by state

Composition of Debt Balance per Capita by State (2012 Q1)
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Deleveraging has hit housing bubble states particularly 
hard, but we have come a long way in the adjustment. Bubble states now 
close to 2006/2007 levels, non-bubble states closer to historical averages

Total Debt Balance per Capita* by State
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Seriously delinquent loans: Nevada still 
elevated, the rest getting better
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Delinquency transition rates generally moving down, with most states 
within 1 percentage point of their historical averages

Quarterly Transition Rates into 30+ Days Late by State*
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The Asset Side of the 
H h ld B lHousehold Balance 

SheetSheet
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US homeowners lost on average $50k during the housing bust

T t l h i lth d t ti b t Q2 2006 d Q2 2010Total housing wealth destruction between Q2 2006 and Q2 2010 

State Total 
housing 

value

Total 
housing 

value

Actual wealth 
loss

Loss per 
homeowner

(in $)

Loss as a % 
of total as of 

Q2 2006value 
Q2 2006

value
Q2 2010

(in $) Q2 2006

California $6.0trn $3,7trn $2,3trn 231,320 39%

Arizona $0.7trn $0.3trn $0.3trn 157,404 50%

Florida $1,8trn $1.0trn $0.8trn 146,815 46%

New York $1,3trn $1,1trn $0.2trn 76,165 18%

Illinois $0 9trn $0 6trn $0 2trn 74 689 27%Illinois $0.9trn $0.6trn $0.2trn 74,689 27%

U.S. $28.6trn $23.1trn $5.5trn 49,417 19%
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Households’ real estate equity starting to move up

Owner's equity/household real estate
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Distribution of household assets

Assets of HH sector: Q1 2012 
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Equities more important than homes in household assets

Households assets to income ratio: composition
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Distribution of household debt

Liabilities of HH sector: Q1 2012
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Measuring credit 
conditions/financial 

conditions
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10-year real yields negative and well 
below their historical average

10 year real Treasury Rates
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Real mortgage rates far below their historical norm

30 year real Mortgage Rates
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It is very cheap to buy a home - if you can get credit…
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…but not many are buying a home - mortgage 
purchase applications at 15-year lows
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We have seen an improvement in consumer 
demand for loans and banks’ willingness to lend
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Bank lending standards easing 
modestly but from a very tight level…

Bank lending standards
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…with the number of credit cards 
outstanding slowly starting to rise again

Number of Accounts by Loan Type
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Risks to Fixed Income Positions

Macroeconomic fluctuations often account for most of the risks associated with exposures to instruments that promise to payMacroeconomic fluctuations often account for most of the risks associated with exposures to instruments that promise to pay 
fixed or variable interest rates. For an investor that is long fixed rate instruments (thus receiving these cash flows), increases in 
interest rates naturally lift the discount factors applied to the expected cash flows and thus cause a loss. The longer the maturity 
of a certain cash flow and the higher the move in the discount factor, the higher will be the loss. Upside surprises in inflation, 
fiscal funding needs, and FX depreciation rates are among the most common adverse macroeconomic shocks to receivers.  But 
counterparty exposure, issuer creditworthiness, client segmentation, regulation (including changes in assets holding limits for 
different types of investors), changes in tax policies, currency convertibility (which may constrain currency conversion, repatriation 
of profits and/or the liquidation of positions), and settlement issues related to local clearing houses are also important risk factors p q p ), g p
to be considered. The sensitivity of fixed income instruments to macroeconomic shocks may be mitigated by indexing the 
contracted cash flows to inflation, to FX depreciation, or to specified interest rates – these are common in emerging markets. It is 
important to note that the index fixings may -- by construction -- lag or mis-measure the actual move in the underlying variables 
they are intended to track. The choice of the proper fixing (or metric) is particularly important in swaps markets, where floating 
coupon rates (i.e., coupons indexed to a typically short-dated interest rate reference index) are exchanged for fixed coupons. It is 
also important to acknowledge that funding in a currency that differs from the currency in which the coupons to be received are 
denominated carries FX risk. Naturally, options on swaps (swaptions) also bear the risks typical to options in addition to the risks 

l t d t t trelated to rates movements. 
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