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Consumers to the rescue 

 Consumers are in good financial shape for 

recovery in 2021 

 Yet consumers are prudent and unlikely to 

spend it all at once 

 Public ABS markets already reflect the 

positive outlook 

 But we see good risk rewards in less 

crowded market segments 

 

Consumption is the backbone of the US 

economy. We think consumers are in good 

financial health and should drive the expected 

economic recovery this year, as vaccination 

progress allows a gradual return to normal. 

In our opinion, the prospect of a solid 

consumption recovery without excesses should 

be good news for consumer ABS.  Spreads of 

consumer ABS have largely returned to pre-

pandemic levels (see Chart 1 below) and we 

doubt they will tighten much further. 
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Chart 1: US consumer ABS index 

Basis points option-adjusted spreads 

 

Source: Barclays1 

However, we think consumer ABS will remain 

robust and offer good risk rewards in less 

crowded segments.  As discussed below, new 

lenders like market-place lenders (MPL) have 

overcome the crisis well and we believe these 

credits are likely to expand further in size. 

Consumption has the most potential 

While economic activity recovered in the second 

half of last year, real GDP in the fourth quarter 

was still 2.5% below the level of Q4 2019 (see 

Table).  As the table shows, the main factor 

holding down GDP last year was depressed 

consumption. 

The Table shows further that the drag came 

from services consumption, which accounted 

for 60% of all consumption in 2020.  Goods 

consumption, in contrast, actually rose last year, 

especially for durable goods.  

The sectors most affected by the pandemic have 

been transportation, recreation and hospitality 

services, which together accounted for 80% of 

the negative contribution from services 

consumption to real GDP growth. 

Table:  US real GDP in Q4 2020 

Percent 

 Growth 

from year 

ago 

Contribution 

to real GDP 

growth 

Share 

of 

GDP 

Real GDP -2.5 -2.5 100.0 

Consumption -2.6 -1.8 69.2 

   Durables 11.9 1.1 10.8 

   Non-durables 4.3 0.7 16.8 

   Services -6.8 -3.0 41.7 

      T-R-H* -25.5 -2.4 7.1 

Housing 13.7 0.4 3.7 

Business 

   investment 

-1.3 -0.2 14.6 

Government -0.6 -0.1 17.7 

Net trade  -1.3  

Inventories  0.2  

*  Transportation, Recreation and Hospitality 

Source: U.S. Bureau of Economic Analysis 2 

The current high levels of coronavirus infections 

are still undermining mobility and consumption, 

but we believe that vaccination progress will 

reduce the threat of the virus and allow for a 

gradual return to normality over the course of 

the year.   

Consumption, in our opinion, should be the 

biggest beneficiary of that normalization, 

especially in the areas most depressed by the 

pandemic. 

We think consumers are well positioned to drive 

the recovery for two reasons: 

1. Consumers were in good financial condition 

before the pandemic, and 

2. Consumers have received unequaled fiscal 

support and have managed their finances 

prudently during the pandemic. 

Household finances improved before … 

Households have been successful lowering their 

debt burden since the 2008 financial crisis.  The 

overall ratio of debt to disposable income 
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dropped from 116% in early 2008 to 81% most 

recently (see Chart 2). 

Chart 2: US household debt 

Percent of disposable income 

 

Source: N.Y. Federal Reserve3 

The biggest debt declines were in mortgages (-

30% points) followed by revolving home-equity 

loans (-4% points) and credit card loans (-3% 

points).  The ratio of auto loans to disposable 

income remained relatively unchanged; only the 

ratio of student loans increased (+3% points). 

The low interest rate environment was 

undoubtedly helpful, but households made a 

substantial effort to raise their savings rate from 

about 3% in the mid-2000s to above 7% over 

the past ten years before the pandemic4.   

The combination of lower interest rates and 

higher savings has reduced debt service 

payments from more than 13% of disposable 

income at the end of 2007 to less than 10% just 

before the pandemic.5 

The quality of household debt has also 

improved.  The share of new mortgages with 

credit scores above 760 increased from an 

average of around 25% before the financial 

crisis to above 70% most recently.6   

We think the improvement in household 

balance sheet health is positive for housing (see 

also ZAIS Insight “Housing staying on positive 

growth track,” November 20207) as well as 

consumption, since mortgages are the largest 

share of household debt. 

… and remained healthy in the pandemic 

The pandemic-driven recession has not derailed 

household finances.  First, the labor-market 

dislocation was unprecedented, but also 

concentrated in the service areas that were hit 

hardest by the pandemic.8  Most employees 

with higher educational qualifications kept their 

jobs.9  

Second, the US Government provided 

households with fiscal support, much of which 

went into savings (see Chart 3).  

Chart 3: US household saving rate 

% of disposable income 

 

Source: U.S. Bureau of Economic Analysis and ZAIS 

estimates10 

Factoring in the second relief-package passed at 

the end of last year and some of the Biden 

administration’s proposed additional measures, 
we believe households accumulated additional 

savings worth at least 10% of disposable income 

over the 12 months since the start of the 

pandemic. 
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Third, households opted to modify debt service 

payments and sharply reduce higher interest-

bearing revolving consumer credits (see Chart 

4).  As a result of these efforts and in striking 

contrast to the financial crisis, households credit 

delinquencies and foreclosures declined during 

the course of the pandemic (see Chart 5). 

Chart 4: US consumer credit outstanding 

USD trillion 

 

Source: Board of Governors of the Federal Reserve System 

(US)11 

Chart 5: US household credit status 

Percent 

 

Source: Board of Governors of the Federal Reserve System 

(US)12 

Solid recovery but no fireworks 

We are optimistic that vaccination will change 

the course of the pandemic this year leading to 

rising mobility and consumption.  

However, we think a sudden burst in 

consumption is unlikely. 

 First, we expect the improvement in the 

health situation to be gradual. 

 Second, we think that many people who lost 

their jobs in the hardest-hit service sectors 

will be re-employed over time, but we do 

not expect a quick return to pre-crisis 

conditions. 

 Third, given their cautious behavior so far, 

we doubt consumers will spend their extra 

savings in a rush. 

 Fourth, leisure, hospitality and travel have 

the most upside potential, but we believe 

people will not return to their pre-pandemic 

habits and activity levels immediately.  

Indeed, some people may never return to 

their old habits and preferences. 

 Fifth, we expect demand for some of the 

durable goods that benefitted from the 

pandemic will probably moderate. 

Good for consumer loan ABS 

We expect a solid consumption recovery 

without excesses, supported by sound 

household finances and lingering fiscal stimulus, 

should be good news for consumer loan ABS.   

We believe the Fed’s large injection of monetary 
liquidity helped to quickly tighten consumer ABS 

spreads.  However, we also think the tightening 

of spreads is justified, given the amount of fiscal 

support and favorable household balances and 

credit records. 

In our opinion, issuance of consumer ABS is 

likely to rise this year after the decline in 2020 
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(see Chart 6), but we do not expect a surge, 

given the high level of household savings.  

Moreover, we think banks will rely more on 

deposits to fund consumer loans, especially for 

credit card balances. 

Chart 6: Consumer ABS gross issuance 

$ billion 

 

Source: BofA Global Research13 

We believe monetary policy will remain 

supportive for consumer loans this year, but the 

big spread compression in consumer ABS is 

over, in our view. Thus, searching for single 

credits with still-attractive valuations will 

become more important. 

New entrants have managed crisis well 

Chart 7: Personal loan ABS outstanding 

USD billion 

 

Source: INTEX, Barclays Research 14 

A large growth area within personal loans over 

the last few years has been the so-called 

“Market-Place Lenders” (MPL) that offer 
unsecured installment loans connected to 

online platforms.  Within a few years, the 

outstanding balance of MPL ABS has reached 

the same level as traditional personal loan ABS 

(see Chart 7). 

The pandemic is the first stress test for the MPL 

sector.  We have seen some lenders struggle 

over the last year, but MPLs have, overall, 

managed the crisis well despite their rapid 

growth in recent years.   

Losses at MPLs fell on average in 2020, similar 

to the performance of traditional lenders (see 

Chart 8).  While the pandemic provided a unique 

boost, we think online-shopping will continue to 

grow rapidly and offer interesting growth and 

investment opportunities in the MPL ABS space. 

Chart 8: Annualized net losses by segment 

% of loan balances 

 

Source: INTEX, Barclays Research15 

No rally but selected opportunities 

To sum it all up, we believe consumption will 

drive the expected recovery, and healthy 

household balance sheets will support solid ABS 

credit fundamentals.  Spread levels in the public 

ABS markets already seem to reflect that 

outlook with limited upside from here.   
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However, given our view on US consumer 

fundamentals, less crowded segments like the 

off-the run issues and private ABS debt continue 

to offer very compelling risk rewards.  We are 

focused on uncovering attractive value 

propositions in these areas for our clients. 
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forecast figures which have been derived from multiple 

sources and have not been subject to specific due 

diligence. The information has been provided in good faith 

but is not guaranteed and is subject to uncertainties 

beyond ZAIS's control and should not be relied upon for 

the purposes of any investment decision. ZAIS makes no 

representations or warranties and accepts no liability 

whether in contract, tort or otherwise for (1) the 

information not being full and complete, (2) the accuracy 

of any opinion, (3) the basis on which any comparison has 

been drawn or the facts selected to make such comparison 

and (4) the assumptions underlying any opinions. ZAIS 

does not undertake to update its opinions. No opinion of 

this nature can be, and this information does not purport 

to be, full, complete, comprehensive or to contain all 

relevant information. Statements made herein that are not 

attributed to a third party source reflect the views and 

opinions of ZAIS. 

Forward-Looking Statements 

These materials may contain statements that are not 

purely historical in nature but are “forward-looking 

statements”. In some cases, you can identify forward-

looking statements by terms such as “anticipate,” 
“believe,” “could,” “estimate,” “expect,” “intend,” “may,” 
“plan,” “potential,” “should” and “would” or the negative 
of these terms or other comparable terminology. These 

forward-looking statements include, among other things, 

projections, forecasts, estimates or hypothetical 

calculations with respect to income, yield or return, future 

performance targets, sample or pro forma portfolio 

structures or portfolio composition, scenario analysis, 

specific investment strategies or proposed or pro forma 

levels of diversification or sector investment. These 

forward-looking statements are based upon certain 

assumptions, some of which are described herein. 

Prospective investors are cautioned not to place undue 

reliance on such statements. No representation is made by 

ZAIS as to the accuracy, validity or relevance of any such 

forward-looking statement and the recipient agrees it is 

solely responsible for gathering its own information and 

undertaking its own projections, forecasts, estimates and 

hypothetical calculations. Actual events are difficult to 



 

 
ZAIS Opinion: Not a Solicitation or a Recommendation to Buy or Sell any Security. ZAIS Insights  8  
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