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! _'_)‘ The Consumer Remains Strong...

For Now...
By Michael O’Keeffe, Chief Investment Officer
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I've been in several client meetings over the past week, and the one question that’s come up at every meeting is
whether or not the U.S. is headed for a recession. While it’s inevitable that we’ll have a recession at some point,
our base case remains that the U.S. economy will grow above trend this year. One of the main inputs into our
outlook is the consumer, as consumer spending represents about two-thirds of total U.S. GDP. In this week’s
Sight|Lines, we review the state of the consumer in this unusually volatile 2022.
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services over time. Notably, during the
pandemic consumers shifted spending to goods, partly the result of increased demand for goods related to working
remotely and staying home, and partly from a decline in demand for services like restaurants and travel.

Of course, retail sales are an important part of consumer spending. Figure 2 presents retail sales over time, along
with the corresponding annual growth rates. After a decline at the start of the pandemic, retail sales climbed at a
faster rate, supported by the stimulus checks paid to consumers to help with recovery. Now, even as the positive
growth rate has declined, the rate overall remains well above pre-pandemic levels.

Main takeaway: Inflation hasn’t stopped the consumer from spending, for now.
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CONSUMER FINANCIAL HEALTH

We look at household wealth, personal
savings, excess savings, and the financial
obligation ratio, among other things, to get an
overall picture of consumer financial health.

Let’s first review household wealth. The
increase in real estate values and the stock
market led to household net worth surpassing
$150 trillion for the first time at the end of
2021, a 34% increase from the Q1 2020.
Although it has likely fallen this year as a result

Figure 2. Retail Sales
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Figure 3. Consumer Financial Health
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and beyond what they would have saved,
assuming the pre-pandemic trend of saving.

Source: Stifel’s CIO Office via Bloomberg, as of June 2,2022

The financial obligation ratio is a broad-based measure of the ratio of household debt payments (revolving and
installment debt, mortgage and rent payments, auto lease payments, and property tax) to total disposable
income. This ratio has declined to the lowest levels (14%) since the metric began being tracked in 1980.

Main takeaway: Overall consumer financial health remains strong.

HEADWINDS

Inflation is a headwind for the consumer. The consumer price index (CPI) is up 8.3% over the year ended April,
with core CPI, which excludes food and energy, up 6.2% over the same period. The consumer is worried about

inflation, as evidenced by the decline in consumer sentiment. A lower consumer sentiment means consumer
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spending is likely going to be lower than it
would otherwise be. We've seen credit
card debt start to rise and consumers
switching to different brands and retailers
as they adjust for higher prices.

Through Figure 4 we see that wages have
risen dramatically, with wage growth
accelerating into 2022. Strong wage
growth is helpful to the consumer, but it
also adds pressure to inflation as
companies may raise prices to cover rising
labor costs. In fact, 85% of S&P 500
companies mentioned inflation on their
first-quarter earnings calls.

Figure 4. Wage and Salary Growth
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Main takeaway: Higher costs present challenges for consumers, but a rise in wages and excess savings should

provide a cushion until the Federal Reserve’s monetary tightening begins to tame inflation.

CONCLUSION

While inflation, declining sentiment, and weaker markets may impact consumer spending, the consumer overall
remains in a solid financial position and should remain an important pillar to positive economic growth this year.

Michael P. O’Keeffe, CFA
Chief Investment Officer
michael.okeeffe@stifel.com
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The information contained herein has been prepared from sources believed to be reliable but is not guaranteed by us and is not a complete summary or
statement of all available data, nor is it considered an offer to buy or sell any securities referred to herein. Opinions expressed are subject to change without
notice and do not take into account the particular investment objectives, financial situation, or needs of individual investors. There is no guarantee that the
figures or opinions forecasted in this report will be realized or achieved. Employees of Stifel, Nicolaus & Company, Incorporated or its affiliates may, at times,
release written or oral commentary, technical analysis, or trading strategies that differ from the opinions expressed within. Past performance is no guarantee
of future results. Indices are unmanaged, do not reflect fees or expenses, and you cannot invest directly in an index.

Asset allocation and diversification do not ensure a profit and may not protect against loss. There are special considerations associated with international
investing, including the risk of currency fluctuations and political and economic events. Investing in emerging markets may involve greater risk and volatility
than investing in more developed countries. Due to their narrow focus, sector-based investments typically exhibit greater volatility. Small company stocks
are typically more volatile and carry additional risks, since smaller companies generally are not as well established as larger companies. Property values can
fall due to environmental, economic, or other reasons, and changes in interest rates can negatively impact the performance of real estate companies. When
investing in bonds, it is important to note that as interest rates rise, bond prices will fall. The Standard & Poor’s 500 index is a capitalization-weighted index
that is generally considered representative of the U.S. large capitalization market. The Dow Jones Industrial Average (DJIA) is a price-weighted average of 30
significant stocks traded on the New York Stock Exchange (NYSE) and the NASDAQ. The DJIA was invented by Charles Dow back in 1896. The MSCI EAFE
index (Europe, Australasia, and the Far East) is a free float-adjusted market capitalization index that is designed to measure the equity market performance
of developed markets, excluding the U.S. and Canada.
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