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Executive Summary

Doubleline’s analysis combining macroeconomic data with high-frequency
consumer asset-backed securities (ABS) data indicates that the U.S. consumer
remains resilient.

Consumer resilience is likely fueled by the strength of the residential mortgage
market, a robust labor market and the excess savings accumulated during the
pandemic.

Potential risks to the consumer persist, including the depletion of these savings,
wage stagnation, a recent rise in unemployment and ongoing high consumer prices,
notwithstanding cooling in the year-over-year rate of inflation.

ABS can offer investors a direct way to tap into the consumer market and potentially
pursue attractive risk-adjusted returns.

The American consumer is the engine of the U.S. economy, accounting for
approximately 70% of gross domestic product. Despite facing significant economic
challenges and the threat of recession, the consumer has shown resilience,
suggesting the possibility of an economic soft landing. At DoubleLine, we leverage
asset-backed security (ABS) loan data in conjunction with macroeconomic data
to form a comprehensive view of the U.S. consumer. ABS data provides a unique
and valuable perspective on consumer health, especially given the limitations of
traditional macroeconomic indicators. Macroeconomic data is often subject to
seasonality, weather impacts and revisions, which can obscure the true state of the
economy. In contrast, loan-level ABS data offers real-time, granular insights into
consumer behavior, making it an essential tool for assessing the consumer sector’s
health. Monthly ABS remittance data is invaluable for identifying early signs of
financial stress, such as rising delinquencies or slowing prepayments, before they
manifest in broader economic indicators.
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Status of the Consumer

1. Prepayment Speeds: Rising interest rates have led to a
slowdown in prepayment speeds, indicating a decrease in
refinancing activity. Our proprietary database of $236 billion
in auto loans shows that both prime and subprime borrowers
are experiencing slower prepayment speeds, but these levels
remain at or slightly below pre-COVID-19 averages. (Figure 1)
The gradual nature of this slowdown suggests that consumers
are still largely able to meet their obligations despite higher
borrowing costs.
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2. Delinquencies (DQs) and Defaults: Overall delinquency rates
have remained low across most consumer credit products
over the past two years, but signs of financial stress are
beginning to appear in specific collateral types. (Figure 2)
Mortgage DQs remain well below their long-term historical
average, but credit card DQs have been climbing, reaching
levels not seen in over a decade. Auto loan DQs, particularly
among subprime borrowers, are also on the rise. The
persistence of low mortgage delinquencies suggests that
many homeowners are still in a relatively strong financial
position. However, the increase in delinquencies in other
areas points to growing financial stress among consumers,
especially those with weaker credit profiles.
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Figure 2
Source: Federal Reserve Bank of New York Consumer Credit Panel, Equifax

While defaultsare currently contained, they couldriseifeconomic
conditions worsen. However, there are signs of improvement
in newer loan vintages. For example, our proprietary data on
personal loans shows that ABS collateral from the 2024 and
2023 vintages are displaying better loss performance compared
to the 2022 and 2021 vintages, suggesting improved credit
underwriting and tighter lending practices. (Figure 3)
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Figure 3
Source: DoubleLine
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This improvement in underwriting and lending practices is also
evident when looking at the average FICO scores across vintages.
(Figure 4) For example, personal loan ABS deals issued in 2021
have an average FICO score of 680 versus 2024 deals, which
have an average FICO score of 724. This FICO migration, from
a near-prime consumer to a prime consumer, is helping lower
default risk.
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Source: J.P. Morgan, ABS Deal Documents, dv01

3. Severity of Losses: Loss severities have remained stable,
largely due to strong collateral values, particularly in the
auto and housing markets. (Figure 5) This stability has helped
contain overall losses despite ongoing economic challenges.
For instance, auto prices have decreased from their peak in
2022 but remain elevated from a historical perspective, which
has helped keep severities near long-run averages. (Figure 6)
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Source: Bloomberg

Average 1-Month Auto ABS Severities
January 2017 through August 2024
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Figure 6
Source: DoubleLine

Why Are Consumers Holding Up?

1. Residential Mortgage Strength: The residential mortgage
market remains robust, with low default rates and substantial
home equity providing a strong buffer against financial stress.
(Figure 7) Rising property values have further enhanced
homeowners’ financial resilience.
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Although a recent wave of refinancing has subsided due to higher
interest rates, many homeowners secured historically low rates,
reducing their monthly mortgage burdens and increasing their
financial flexibility. Referencing Bankrate.com’s 30-year fixed-
rate mortgage data, mortgage rates fell to 2.85% in 2021 from
4.75%in 2018. (Figure 8) Refinance activity reached record levels
during this period, and borrowers who refinanced saw their
mortgage payments fall as much as 20% or more. Mortgage debt
is typically the largest household liability and has a meaningful
impact on the amount of household disposable income. With
mortgage rates falling so dramatically, this has likely played a
factor in consumer resiliency as the economy has slowed.

Refinance Index vs. 30-Year Mortgage Rates
January 2018 through December 2021
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Figure 8
Source: Bankrate.com, Mortgage Bankers Association

2. Labor Market Strength: The labor market has remained a
pillar of consumer strength, with positive real wage growth
and a tight job market. Unemployment has been on the
rise of late but remains at a historically low level. (Figure 9)
Wage gains, particularly among lower-income workers, have
partially offset inflationary pressures. Despite the strong
labor market and rising asset prices, consumer sentiment
remains weak, primarily due to the persistent pressure of
higher interest rates and prices on household budgets. This
paradox between strong economic fundamentals and weak
sentiment underscores the complex dynamics at play in the
current environment.

Unemployment Rate
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Source: U.S. Bureau of Labor Statistics
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Risks to Consumer Resilience

1. Wage and Employment Pressures: Real wages have been on
the rise over the past 12 months as inflation has ticked down,
providing some relief to consumers. However, if wages fail
to keep pace with rising costs, consumers might struggle to
maintain their current spending levels, leading to increased
financial strain. (Figure 10)

Year-Over-Year Changes in Nominal Wages, Inflation, and Real
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2019 through YTD 2024
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Source: EPI analysis of Bureau of Labor Statistics data

In terms of employment, July’s labor market data showed signs
of weakness. Based on July’s data, the Sahm Rule was triggered
when unemployment rose to 4.3%. (Figure 11) The Sahm Rule
is a straightforward economic framework with a strong track
record for detecting early signs of a recession. According to
this rule, if the three-month average U.S. unemployment rate
increases by 0.50% or more from its lowest point in the past
12 months, this signals the onset of a recession. A significant
increase in unemployment could quickly undermine consumer
confidence and spending.

Difference to 12-Month Low in Unemployment Rate
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Source: Bureau of Lbor Statitics, Haver Analytics

Red shaded areas indicate recessionary periods.
You cannot invest directly in an index.

2. Depletion of Excess Savings: The financial cushion provided
by the excess savings accumulated during the pandemic
has largely been exhausted. These savings peaked at $2.1
trillion in August 2021 but have steadily diminished. (Figure
12) Despite this, consumer spending continued to drive
U.S. economic growth over the past two years. However,
to maintain current spending levels, consumers might
increasingly have to rely on debt, such as credit cards, home
equity lines of credit and personal loans.

Depletion of Excess Savings
2016 through July 2024
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Source: Bureau of Economic Analysis, Federal Reserve Bank of San Francisco
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3. Economic Cracks: A recent wave of restaurant and small-
business closures signals underlying economic stress,
particularly in sectors vulnerable to shifts in consumer
behavior and rising costs. These closures may trigger a ripple
effect, leading to job losses and reduced consumer spending.
In addition, early signs of rising delinquencies, particularly
among subprime borrowers, suggest that some consumers
are beginning to struggle with debt repayment. This trend
warrants close monitoring, as it could indicate broader
financial difficulties on the horizon. (Figure 13)
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Figure 13
Source: DoubleLine

4. The Fed and Market Implications: Despite the Consumer
Price Index trending toward 2%, inflation remains a concern,
and the Federal Reserve might face challenges in adjusting
policy without risking further economic disruption. Persistent
inflation could erode consumer purchasing power, leading to
reduced spending and increased financial stress. Investors
should remain vigilant for signs of mispricing, particularly
in sectors heavily exposed to consumer debt. The current
environment presents both risks and opportunities,
depending on how market participants interpret the evolving
economic landscape.

DoubleLine Consumer ABS Positioning

At Doubleline, we continue to find attractive relative value in
select areas of the ABS consumer market. While prepayments,
defaults and loss severities require close monitoring, they all
remain within reasonable historical average moving bands.
Current deal collateral is being originated at higher annual
percentage rates, providing excess cash flow, and ABS tranches
are being structured with more credit enhancement to
mitigate against losses. (Figure 14) ABS investors may benefit
from attractive risk-adjusted returns as fixed-coupon ABS can
potentially offer some of the highest yield per unit of duration in
all of fixed income. In the current environment, investors would
need to lower their credit quality or significantly extend duration
to achieve yields comparable to those offered by ABS.

Consumer ABS May Withstand GFC Loss Multiples
for IG-Rated Tranches Due to High Credit Enhancement
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Recession risk in consumer ABS can be mitigated by credit
enhancement and the fact that deals are generally structured to
withstand loss multiples worse than those observed during the
Great Financial Crisis (GFC) of 2008.

ABS Consumer Loan Stress Cumulative Net Loss Multiples

KBRA Rating Subprime Prime
AAA 2.5-6.0x 4.0 - 6.0x
AA 2.3-4.0x 3.3-5.0x
A 2.0-3.5x 2.8-3.8x
BBB 1.8 - 3.0x 2.0-3.0x
BB 1.3-2.0x 1.3-2.3x
Figure 15

Source: DoubleLine, KBRA, Federal Reserve Bank of Philadelphia
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Asset-Backed Securities (ABS) — Investment securities, such as bond or notes,
that are collateralized by a pool of assets, such as loans, leases, credit card debt,
royalties or receivables.

Consumer Price Index (CPI) — This index, compiled by the U.S. Bureau of Labor
Statistics, examines the weighted average of the prices of a basket of consumer
goods and services, such as transportation, food and medical care. It is calculated
by averaging price changes for each item in the basket. Changes in the CPI are
used to assess price changes associated with the cost of living. The CPI is one
of the most frequently used statistics for identifying periods of inflation or
deflation.

Duration — A commonly used measure of the potential volatility of the price
of debt securities in response to a change in interest rates prior to maturity.
Securities with longer duration generally have more volatile prices than securities
of comparable quality with shorter duration.

FICO Score — This credit score, created by the Fair Isaac Corp., is used by lenders
along with other details on a borrower’s credit report to assess credit risk and
determine whether to extend credit.

Manheim Used Vehicle Value Index — This index, published monthly by
Manheim, tracks wholesale auction prices for used cars.

Mortgage Bankers Association (MBA) Refinance Index — This index, a
component of the MBA’s Weekly Application Survey, tracks the number of
mortgage refinance applications. The index is used to help predict mortgage
activity and loan prepayments based on the number of mortgage refinance
applications submitted.

Prime — Classification of borrowers, rates or holdings in the lending market that
are considered to be of high quality. This classification often refers to loans made
to high-quality “prime” borrowers that are offered “prime” or relatively low
interest rates.

S&P Corelogic Case-Shiller U.S. National Home Price NSA Index — This index
tracks the value of single-family housing within the United States and is a
composite of single-family price indices for the nine Census Bureau divisions.
This index is not seasonally adjusted (“NSA”).

Soft Landing — In reference to the economy, a soft landing refers to a slowdown
in growth that avoids a recession. Central banks aim for a soft landing when they
hike interest rates to cool off an economy and curb inflation without triggering a
major reduction in growth.

Subprime — Below-average credit classification of borrowers with a tarnished
or limited credit history, and which are subject to higher than average interest
rates. Subprime loans carry more credit risk and, as such, will carry higher
interest rates.

It is not possible to invest directly in an index.

An ETFs investment objectives, risks, charges and expenses must be
considered carefully before investing. The statutory and summary
prospectus contain this and other important information about the
investment company and may be obtained by calling (855) 937-0772,
or visiting www.doubleline.com. Read them carefully before investing.

DoubleLine ETFs are distributed by Foreside Fund Services, LLC.

Important Information Regarding This Material

Issue selection processes and tools illustrated throughout this presentation are
samples and may be modified periodically. These are not the only tools used by
the investment teams, are extremely sophisticated, may not always produce the
intended results and are not intended for use by non-professionals.

Yield to maturity (YTM) does not represent return. YTM provides a summary
measurement of an investment’s cash flows, including principal received at
maturity based on a given price. Actual yields may fluctuate due to a number of
factors such as the holding period, changes in reinvestment rates as cash flows
are received and redeployed, receipt of timely income and principal payments.
DoubleLine views YTM as a characteristic of a portfolio of holdings often used,
along with other risk measures such as duration and spread, to determine the
relative attractiveness of an investment.

DoubleLine has no obligation to provide revised assessments in the event of
changed circumstances. While we have gathered this information from sources
believed to be reliable, DoubleLine cannot guarantee the accuracy of the
information provided. Securities discussed are not recommendations and are
presented as examples of issue selection or portfolio management processes.
They have been picked for comparison or illustration purposes only. No security
presented within is either offered for sale or purchase. DoubleLine reserves the
right to change its investment perspective and outlook without notice as market
conditions dictate or as additional information becomes available. This material
may include statements that constitute “forward-looking statements” under the
U.S. securities laws. Forward-looking statements include, among other things,
projections, estimates, and information about possible or future results related
to a client’s account, or market or regulatory developments.

Important Information Regarding Risk Factors

Investment strategies may not achieve the desired results due to implementation
lag, other timing factors, portfolio management decision-making, economic
or market conditions or other unanticipated factors. The views and forecasts
expressed in this material are as of the date indicated, are subject to change
without notice, may not come to pass and do not represent a recommendation
or offer of any particular security, strategy, or investment. All investments
involve risks. Please request a copy of DoubleLine’s Form ADV Part 2A to review
the material risks involved in DoubleLine’s strategies. Past performance is no
guarantee of future results.

Important Information Regarding DoubleLine

To receive a copy of DoubleLine’s current Form ADV (which contains important
additional disclosure information, including risk disclosures), a copy of
DoubleLine’s proxy voting policies and procedures, or to obtain additional
information on DoubleLine’s proxy voting decisions, please contact DoubleLine’s
Client Services.

CFA® is a registered trademark owned by CFA Institute.

DoubleLine Group is not an investment adviser registered with the Securities and
Exchange Commission (SEC).
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