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STUDENT LOAN PAYMENTS
– Last month, between 20 million and 25 million Americans resumed making student loan payments after a 3.5-year hiatus.

– Most estimates suggest the end of student loan forbearance could reduce U.S. GDP by 0.2%-0.4% over the next 12 months.

– Sales at retailers with a higher proportion of younger and female customers are likely to be most impacted by the resumption of payments.

outstanding mortgage debt of $12 trillion. Additionally, there is 
minimal contagion risk with student loans compared to the massive 
size of the mortgage-backed securities market leading up to the 
Great Financial Crisis. The overall size of the student loan asset-
backed securities (SLABS) is estimated to be between $150 billion 
and $200 billion, less than 2% of the size of the $11 trillion mortgage-
backed securities market. 

A research paper published in May by University of Chicago 
economists Ching Tse-Chin, Michael Dinerstein, and Constantine 
Yannelis found that Americans with federal student loan debt 
substantially increased their credit card, mortgage, and auto loan 
debt during the 40-month forbearance period. So, while the return 
of mandatory student loan payments may not by itself create 
widespread economic pain, the additional stress on those who 
ramped up borrowing in other areas could be significant.

On October 1, nearly 27 million Americans with a combined $1.1 
trillion of federally backed student debt were required to restart 
payments after a 40-month forbearance period. The payment 
moratorium was initially implemented by the Trump 
administration in the spring of 2020. The suspension of student 
loan payments was extended seven times over the following 
three-and-a-half years (once by the Trump administration and 
six more times by the Biden administration). As part of debt 
ceiling negotiations with House Republicans in late May, the 
Biden administration agreed to a prohibition on another 
extension of the moratorium after the current one expired on 
September 1. About 3.6 million of these borrowers will continue 
to receive some form of student loan forgiveness based on a set 
of statuses including, low-income, disabled, and public sector 
employment. 

On June 30, the U.S. Supreme Court rejected as unconstitutional 
the Biden administration’s plan to bypass the upcoming end to 
the moratorium and permanently forgive up to $20,000 in 
federal student debt per eligible borrower without authorization 
from Congress. In response to the Supreme Court decision, the 
U.S. Department of Education implemented a 12-month “on-
ramp” from October 1, 2023, through September 30, 2024, to 
help struggling borrowers. During this period, borrowers that 
miss payments on their student loans will not be considered 
delinquent, reported to credit bureaus, placed in default, or 
referred to debt collection agencies. 

Most estimates project borrowers will collectively resume 
making $5 billion to $8 billion per month in federal student loan 
payments beginning in October, translating to an average 
monthly payment of between $200 and $300. That implies a 
roughly 0.2% to 0.4% reduction in U.S. gross domestic product 
(GDP) over the next 12 months. An analysis by Wells Fargo 
economists compares this to a pay cut of 4%-5% before taxes 
for the median U.S. household. For context, according to U.S. 
Census Bureau data, Americans spend about $35 billion per 
month on clothing and department store purchases. 

The demographic prolife of Americans with federal student debt 
will be perhaps the most important factor in projecting the 
areas of the economy likely to be most affected by the 
resumption of loan payment. According to a survey conducted 
by UBS Research in March 2023 and reported in the Wall Street 
Journal , “the average student loan borrower is younger, more 
likely to be single, female and earn slightly less than the average 
U.S. consumer…” For many borrowers who graduated over the 

last three years, it will be the first time they have had to make loan 
payments.

Retailers with a disproportionately high exposure to millennials (ages 
27-42) and the oldest members of generation Z (ages 11-26) could 
face the strongest headwinds in coming quarters from the 
reinstatement of federal student loan payments. According to recent 
research by J.P. Morgan retail analyst Chris Horvers, this group 
includes home furnishings retailers Wayfair (W) and Williams-
Sonoma (WSM), sporting goods chain Dick’s Sporting Goods (DKS), 
cosmetics and fragrance retailer Ulta Beauty (ULTA), consumer 
electronics retailer Best Buy (BBY), and hypermarket Target (TGT). 

Although the resumption of student loan payments after a more 
than three-year pause will probably curtail discretionary spending by 
younger Americans in coming quarters, it is unlikely to present a 
systemic risk to the U.S. economy akin to the subprime mortgage 
crisis of 2007-2009. Overall student debt of $1.6 trillion accounts for 
just 9% of overall household debt, which pales in comparison to 

"RETAILERS WITH A DISPROPORTIONATELY 
HIGH EXPOSURE TO MILLENNIALS AND THE 

OLDEST MEMBERS OF GENERATION Z COULD 
FACE THE STRONGEST HEADWINDS.” 
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U.S. economic growth is on pace to lead most advanced countries 
this year as economists project resilient consumption and 
investment to propel the economy to achieve 2.3% growth. U.S. 
gross domestic product (GDP) grew at a blistering 4.9% pace in the 
third quarter, however economic growth is expected to slow 
sharply to 0.7% in the fourth quarter. Consumer spending, the 
largest component of GDP, is forecasted to weaken to 1.0% growth 
from 4.0% in the third quarter. U.S. economic activity is projected to 
remain subdued through the first half of next year and moderately 
improve in the second half of the year. 

Economic growth in many countries is projected to be lower this 
year and next year compared to 2022 as their economies feel the 
lagging effects of tighter monetary policies. According to the 
International Monetary Fund (IMF), global growth is projected to 
slow to 3.0% this year and 2.9% in 2024, following 3.5% in 2022. 
Many emerging market economies proved resilient with cumulative 
growth estimated to be around 5.2% in 2023. 

SLOWING GLOBAL GROWTH
U.S. GROWTH LEADS DEVELOPED COUNTRIES

Source: Bloomberg. Past performance does not guarantee future results.

INCREASING CONSUMER HEADWINDS

Source: International Monetary Fund. Past performance does not guarantee 
future results.

CONSUMER DELIQUENCY RATES RISING

Despite higher inflation and interest rates, consumers have 
remained resilient so far with support from the healthy labor market 
and excess savings from pandemic stimulus bills. However, cracks 
are starting to emerge in the strong consumer narrative. The 30-day 
credit card delinquency rate has steadily risen since last summer. 
While the trend in missed payments is bad, the delinquency rate is 
coming off a historically low level and is not near concerning levels 
seen in past recessions. Lower income consumers are displaying 
greater signs of financial stress. According to the credit ratings 
agency Fitch Ratings, the delinquency rate on subprime automobile 
loans has risen above 6%, the highest level on record going back to 
1994. 

Consumers appear to be increasingly relying on credit cards to 
cover expenses as their excess savings dwindle and inflation cools 
from a high level. According to the credit bureau TransUnion, the 
average credit card balance has risen to a 10-year high over $6,000, 
up 15% from a year ago. Meanwhile, the Fed’s rate hikes have led to 
the average annual credit card interest rate rising more than 5% to 
an all-time high of over 20%. Growing credit card balances, higher 
cost of debt, and student loan repayments resuming could create 
headwinds for consumer spending. 
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PROJECTED S&P 500 EARNINGS GROWTH

Source: Morningstar. Past performance does not guarantee future results.
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RISING YIELDS RATTLE INVESTORS
STOCKS DECLINE AMID HIGHER BOND YIELDS

S&P 500 EARNINGS RECESSION EX-MAGNIFICENT 7

Source: Bloomberg. Past performance does not guarantee future results.

Global equities extended their decline for a third straight month in 
October. The S&P 500 fell 2.10% in the month, bringing the index’s 
three-month drawdown to -8.25%. The U.S. 10-year Treasury yield 
rising to the highest level since 2007 and heightened geopolitical 
risk from the war in Israel dampened market sentiment. 

The energy and consumer discretionary sectors led the S&P 500 
lower with monthly declines of 5.97% and 4.47%, respectively. 
Lower oil prices weighed on energy stocks. The price of West Texas 
Intermediate (WTI) crude oil fell 10.76% last month amid signs the 
Israel-Hamas war will likely be contained and have limited 
disruption on oil supplies. Investors’ appetite for consumer stocks 
waned after executives’ third quarter earnings commentary 
suggested consumers are becoming more cautious with their 
purchases. 

The MSCI China index sank to its lowest level in nearly a year last 
month due to investors’ concerns about the country’s lingering 
economic challenges. China’s eight-day holiday, Golden Week, 
which takes place in early October and typically provides an 
economic boost, was disappointing compared to the government’s 
optimistic projections for consumer spending and home sales. 

S&P 500 earnings are on track to post a surprising recovery in the 
third quarter after three quarters of negative growth caused by 
margin pressure from higher costs and supply chain disruptions. 
80% through the earnings reporting season, the index’s earnings 
are on pace for 3.20% growth compared to analysts’ projection for a 
1.22% decline. 50.14% earnings growth from the magnificent seven 
which includes Apple (AAPL), Microsoft (MSFT), Alphabet (GOOGL), 
Amazon (AMZN), Nvidia (NVDA), Meta Platforms (META), and Tesla 
(TSLA), provided a significant boost to the index’s overall earnings. 
Excluding the magnificent seven, S&P 500 earnings would be down 
3.80% in the quarter. 

The sizeable earnings growth contribution from the magnificent 
seven is being partially offset by the energy sector’s 37.6% earnings 
decline. Excluding energy and the magnificent seven, S&P 500 
earnings growth is around 3.11%. 

S&P 500 revenue growth is also on pace to exceed analysts’ 
projection with 1.97% growth versus the 1.13% forecast. The 
percentage of companies reporting revenue below analysts’ 
projections was 28.80%, the highest miss rate since the second 
quarter of 2020 and above the 24.77% five-year average. 
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OCTOBER 2020 THROUGH OCTOBER 2023
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Source: Bloomberg. Past performance does not guarantee future results

Source: Bloomberg. Past performance does not guarantee future results.

The rolling 12-month returns of broad U.S. investment-grade and 
high yield bond indexes have reentered positive territory in recent 
months amid muted corporate issuance, still-modest default rates, 
and a general trend of narrowing credit spreads after the regional 
bank turmoil of March and April.

The foresight of many U.S. corporate management teams in years 
prior to 2022 to refinance into low fixed-rate debt and extend their 
average maturity profile has 1) reduced the need for issuance in 
2023 and 2) likely created a better buffer to navigate any periods of 
potential economic weakness in 2024.

The divergence between flat-to-solid returns on short-term U.S. 
Treasury Bills and losses on longer term Treasury notes and bonds 
has been in place since the beginning of 2021. This gap was 
exacerbated by an aggressive Fed rate hike campaign that brought 
525 basis points of policy tightening from March 2022 through July 
2023. 

U.S. TREASURY ISSUANCE AND FED BALANCE SHEET
NOMINAL TREASURY YIELDS ADJUSTED FOR INFLATION

A growing number of market actors and commentators have 
pointed to concerns about widening U.S. fiscal deficits as a primary 
driver of the steep rise in yields on long-term Treasury yields in 
September and October. 

Increased deficit spending is occurring at the same time the Federal 
Reserve has shifted from a net buyer of U.S. government debt 
during the period of aggressive balance sheet expansion from 
March 2020 through March 2022 to a net seller. 

The U.S. Treasury has significantly increased its net issuance (new 
issues less maturities) of government bonds following the deal to 
raise the debt ceiling in late May after eight months in which the 
prior federal debt ceiling constrained government borrowing. 

The surge in issuance has refilled the Treasury General Account and 
raised funds for higher levels of anticipated deficit spending related 
to several substantial spending packages passed by Congress over 
the last 24 months.   

U.S. FIXED INCOME ROLLING 12-MONTH RETURNS
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IMPORTANT DISCLOSURE INFORMATION

This Market Review was prepared by MainStreet Investment Advisors, LLC (“MainStreet Advisors”), an investment adviser registered with the SEC and 
wholly-owned subsidiary of Fifth Third Bank, National Association. Registration as an investment adviser does not imply any level of skill or train-
ing. The MainStreet Advisors’ professionals may provide oral or written market commentary or advisory strategies to clients that reflect opinions 
that are contrary to the opinions expressed herein or the opinions expressed in research reports issued by MainStreet Advisors’ Investment Com-
mittee and may make investment decisions that are inconsistent with the views expressed herein. Opinions expressed are only our current opinions 
or our opinions on the posting date. We and our affiliates, officers, directors, and employees may from time to time have long or short positions 
in, and buy or sell, the securities, if any, referred to in this report. Information and opinions herein are as of the publication date and are subject to 
change without notice based on market and other conditions.

The material herein was prepared from sources believed to be reliable, however, no assurances can be made. The prices shown are as of the close 
of business as indicated in this document. Actual results could differ materially from those described. The securities and financial instruments de-
scribed in this document may not be suitable for you, and not all strategies are appropriate at all times. The specific securities identified are shown 
for illustrative purposes only and should not be considered a recommendation by MainStreet Advisors. It should not be assumed that investments 
in these securities were or will be profitable. Index performance used throughout this report is intended to illustrate historical market trends and 
is provided solely as representative of the general market performance for the same period of time. Indices are unmanaged, may not include the 
reinvestment of income or short positions, and do not incur investment management fees. An investor is unable to invest in an index. Any graph, 
data, or information is considered reliably sourced and for educational purposes only, but no representation is made that it is accurate or complete 
and should not be relied upon as such or used to predict security prices or market levels. Any suggestion of cause and effect or of the predictability 
of economic or investment cycles is unintentional.

There are substantial risks involved with investing in Alternative Investments. Alternative Investments represent speculative investments and involve 
a high degree of risk. An investor could lose all or a substantial portion of his/her investment. Investors must have the financial ability, sophistica-
tion/experience and willingness to bear the risks of an investment in an Alternative Investment. Traditional and Efficient Portfolio Statistics include 
various indexes that are unmanaged and are a common measure of performance of their respective asset classes.

This Market Review/Quarterly Market Insights may contain forward-looking statements which may or may not be accurate over the long term. 
These forward-looking statements are identified as any statement that does not relate strictly to historical or current facts. In particular, statements, 
express or implied, concerning future actions, conditions or events, future operating results or the ability to generate revenues, income or cash 
flow or to make distributions or pay dividends are forward-looking statements. Do not place undue reliance on forward-looking statements; actual 
results could differ materially from those described and are not guarantees of performance. They involve risks, uncertainties and assumptions. This 
report may include candid statements and observations regarding investment strategies, asset allocation, individual securities, and economic and 
market conditions; however, there is no guarantee that the statements, opinions, or forecasts will prove to be correct.

The material included herein was prepared or is distributed solely for information purposes; is not a solicitation or an offer to buy/sell any security 
or instrument, to participate in any trading strategy or to offer advisory services by MainStreet Advisors; is not intended to be used as a general 
guide to investing or as a source of any specific investment recommendations; makes no implied or express recommendations concerning the 
manner in which any client’s account should or would be handled; and should not be relied on for accounting, tax or legal advice. Appropriate 
investment strategies depend upon the client’s investment objectives. The portfolio risk management process and the process of building efficient 
portfolios includes an effort to monitor and manage risk but should not be confused with or does not imply low or no risk. This report should only 
be considered as a tool in any investment decision matrix and should not be used by itself to make investment decisions.

There are risks involved with investing including possible loss of principal and the value of investments and the income derived from them can 
fluctuate. The price of equity securities may rise or fall because of changes in the broad market or changes in a company’s financial condition. Di-
versification does not guarantee investment returns and does not eliminate the risk of loss. Investing for short periods may make losses more likely. 
Future returns are not guaranteed. Past performance is not indicative of future results, which may vary. Investors are urged to consult with their 
financial advisors before buying or selling any securities.

NOT FDIC INSURED, NOT A DEPOSIT OR OBLIGATION OF THE BANK, NO BANK GUARANTEE, NOT INSURED BY ANY FEDERAL GOVERNMENT
AGENCY.

NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY

NOT A  
DEPOSIT

NOT FDIC
INSURED

MAY LOSE
VALUE

NOT BANK
GUARANTEED


