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Source: U.S. Federal Reserve of St. Louis FRED database. Data as of May 31, 2021 (latest available). For illustrative purposes only.

ABS: A Checkup on the U.S. Consumer
Keeping an eye on trends in consumer debt and auto loans—and their implications for related U.S.  
asset-backed securities
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Figure 1. Recharging: U.S. Revolving Credit Is Bouncing Back
Year-over-year percentage growth in U.S. consumer borrowing by category, January 31, 2017 – May 31, 2021
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Asset-Backed Securities
In the March 29 Market View, we surveyed potential factors that could influence the performance of U.S. 
securitized products such as asset-backed securities (ABS), especially amid a newly strengthening U.S. 
economy. With the recovery now in full swing, we thought it would be a good time to check in on some 
key indicators for consumer-linked ABS investments in sectors such as credit cards and auto loans.

A Turn in Revolving Debt

One indicator that has captured our attention is the level of U.S. revolving consumer debt—primarily via 
credit card borrowing. Figure 1 on first page, shows that after a sharp pandemic-led drop, revolving 
credit is inflecting higher. Nonetheless, May 2021 levels were still down about 5% versus the year-earlier 
month, which was early in the pandemic, and 10% versus May 2019.

The decline in revolving debt came as consumers have lightened up on spending, especially within the 
travel and leisure category. Less debt, of course, equals stronger balance sheets for U.S. households. 
By and large, we believe that consumer debt levels are healthy right now, which bodes well for an 
increase in spending down the road as the U.S. reopening continues. 

Auto Loans Find A Higher Gear

In the earlier Market View, we examined trends in prime and subprime auto loans, using a proprietary 
report that sifts through millions of loans. At the time, it appeared that the pressure on the loan market 
had eased as stimulus and reopening effects began to take hold. Fast forward to the end of May 2021, 
and conditions have improved even further.

Look at Figure 2, which displays some key metrics from a proprietary universe of ABS transactions we 
monitor, capturing approximately $180 billion in loan balances. We consider this data a major window 
into real-time performance of the loan market. Loan extensions are currently running at 2.3% of issued 
loans; pre-COVID-19, we were typically seeing loan extension rates at 3.6%. Other metrics, such as 
three-month default rates and loan-loss severity measures (which track the percentage of a defaulted 
loan balance not recovered), along with the number of loans either 30-plus or 60-plus days past due, 
have also strengthened beyond pre-COVID-19 levels.

Figure 2. Key Auto-Loan Metrics Are Stronger than Pre-COVID-19 Averages
Data (in percent) as of May 31, 2021

3-Month Average Number of Loans

SUBPRIME Extension
Default 

Rate
Loan Loss 

Severity
30+ Days 
Past Due

60+ Days 
Past Due

Current 2.3 7.2 32.7 7.2 2.3

Pre-COVID 
Average

3.6 11.8 58.2 12.4 4.3

PRIME

Current 0.21 0.82 12.4 0.90 0.22

Pre-COVID 
Average

0.39 1.27 46.6 1.47 0.40

3-Month Average Number of Loans

SUBPRIME Extension
Default 

Rate
Loan Loss 

Severity
30+ Days 
Past Due

60+ Days 
Past Due

Current 2.3 7.2 32.7 7.2 2.3

Pre-COVID 
Average

3.6 11.8 58.2 12.4 4.3

PRIME

Current 0.21 0.82 12.4 0.90 0.22

Pre-COVID 
Average

0.39 1.27 46.6 1.47 0.40

Source: Lord Abbett Internal Indices, Intex. Data are latest available. 
A subprime auto loan is a type of loan used to finance a car purchase that’s offered to people with low credit scores or limited credit 
histories. Prime auto loans are offered to borrowers with higher credit scores and stronger credit histories. Auto loan extensions represent the 
percentage of loans under which the lender has agreed to let the borrower pay a lower loan payment or not make a payment for a certain 
time period. Default rate=Three-month constant default rate (CDR), the percentage of loans within a pool of auto loans in which the borrow-
ers have fallen more than 90 days behind in making payments to their lenders. Severity=The amount of loss associated with each default as 
a percentage of the defaulted balance. For illustrative purposes only.

https://www.lordabbett.com/en/perspectives/marketview/abs-cmbs-assessing-opportunities-amid-us-recovery.html


3

MARKET VIEW      Monday, July 19, 2021      

What’s behind this strength? Surging used-vehicle prices are being supported by ongoing new-vehicle, supply-chain issues, pushing some 
of the demand to used vehicles, and consumer strength buoyed by stimulus payments and the recovery in the labor market. Both higher 
prices and improving consumer balance sheets are contributing to the decline in auto loan-delinquency severity levels. Much as with our view 
on inflation generally, over the medium term, we expect these pricing pressures to subside as the supply chain normalizes and near-term 
consumer stimulus diminishes, all while sales rates return to pre-COVID-19 levels. 

What We’re Also Watching

In addition to debt levels and loan metrics, we have been watching broader trends that affect the U.S. consumer. We have been monitoring 
the expiration of the special unemployment insurance (UI) programs enacted under U.S. government stimulus plans. There has been some 
concern that, as the programs expire at different dates in various U.S. states, consumers would pull back on spending on things like restau-
rants. Based on recent data from JP Morgan on Open Table reservations in states that had ended their UI programs early, that does not 
appear to be the case. 

Further, the robust U.S. labor market mentioned earlier makes it likely that the transition from enhanced unemployment benefits to getting a 
job should be orderly for many Americans. And when those individuals do reenter the labor force, the jobs waiting for them may feature 
higher wages, based on the tightness of the labor market and upward pressure in hourly wages documented in recent U.S. monthly employ-
ment reports. 

One other factor supporting U.S. households is the child tax credit, which is going to come in the form of a cash payment to eligible families 
between July and December of this year. That could provide a buffer to family finances as enhanced unemployment payments end, providing 
support to consumers’ ability to spend—and make credit card and auto loan payments.

Looking Ahead

We think it’s likely that that the stellar performance of the consumer-related metrics we’ve discussed here will normalize at some point back 
to more typical levels, especially as people boost discretionary spending on areas such as travel & leisure and entertainment.

We would also note a couple of potential headwinds. The eventual end of rent and eviction moratoriums may mean that many consumers will 
have to resume expenditures that were forestalled by those pandemic relief measures. Once those moratoriums end, many consumers may 
reorient funds toward resuming rent payments, with less money available for loan payments. The end of forbearance for student loans and 
mortgage loans may also have a similar effect.

Conclusions

On balance, we believe performance of the consumer-focused, securitized categories discussed here will continue to be solid, and that nor-
malization in performance will be gradual as we look past 2021. We think the best way to invest with such an outlook is to keep a keen eye 
on structure and collateral quality while maintaining a focus on real-time data and leading indicators. We believe our approach offers us the 
potential to earn attractive and robust, risk-adjusted returns in these sectors as cyclical and secular environments evolve. 
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Unless otherwise noted, all discussions are based on U.S. markets and U.S. monetary and 
fiscal policies.

Asset allocation or diversification does not guarantee a profit or protect against loss in declin-
ing markets.

No investing strategy can overcome all market volatility or guarantee future results.

The value of investments and any income from them is not guaranteed and may fall as well as 
rise, and an investor may not get back the amount originally invested. Investment decisions 
should always be made based on an investor’s specific financial needs, objectives, goals, time 
horizon, and risk tolerance. 

Market forecasts and projections are based on current market conditions and are subject to 
change without notice. Projections should not be considered a guarantee.

Equity Investing Risks

The value of investments in equity securities will fluctuate in response to general economic 
conditions and to changes in the prospects of particular companies and/or sectors in the 
economy. While growth stocks are subject to the daily ups and downs of the stock market, their 
long-term potential as well as their volatility can be substantial. Value investing involves the risk 
that the market may not recognize that securities are undervalued, and they may not appreci-
ate as anticipated. Smaller companies tend to be more volatile and less liquid than larger 
companies. Small cap companies may also have more limited product lines, markets, or finan-
cial resources and typically experience a higher risk of failure than large cap companies. 

Fixed-Income Investing Risks

The value of investments in fixed-income securities will change as interest rates fluctuate and 
in response to market movements. Generally, when interest rates rise, the prices of debt secu-
rities fall, and when interest rates fall, prices generally rise. High-yield securities, sometimes 
called junk bonds, carry increased risks of price volatility, illiquidity, and the possibility of 
default in the timely payment of interest and principal. Bonds may also be subject to other 
types of risk, such as call, credit, liquidity, and general market risks. Longer-term debt securi-
ties are usually more sensitive to interest-rate changes; the longer the maturity of a security, 
the greater the effect a change in interest rates is likely to have on its price. 

The credit quality of fixed-income securities in a portfolio are assigned by a nationally recog-
nized statistical rating organization (NRSRO), such as Standard & Poor’s, Moody’s, or Fitch, as 
an indication of an issuer’s creditworthiness. Ratings range from ‘AAA’ (highest) to ‘D’ (lowest). 
Bonds rated ‘BBB’ or above are considered investment grade. Credit ratings ‘BB’ and below are 
lower-rated securities (junk bonds). High-yielding, non-investment-grade bonds (junk bonds) 
involve higher risks than investment-grade bonds. Adverse conditions may affect the issuer’s 
ability to pay interest and principal on these securities.

This material may contain assumptions that are “forward-looking statements,” which are 
based on certain assumptions of future events. Actual events are difficult to predict and may 
differ from those assumed. There can be no assurance that forward-looking statements will 
materialize or that actual returns or results will not be materially different from those 
described here.

The views and opinions expressed are as of the date of publication, and do not necessarily 
represent the views of the firm as a whole. Any such views are subject to change at any time, 
based upon market or other conditions, and Lord Abbett disclaims any responsibility to update 
such views. Lord Abbett cannot be responsible for any direct or incidental loss incurred by 
applying any of the information offered.

This material is provided for general and educational purposes only. It is not intended as an 
offer or solicitation for the purchase or sale of any financial instrument, or any Lord Abbett 
product or strategy. References to specific asset classes and financial markets are for illustra-
tive purposes only and are not intended to be, and should not be interpreted as, recommenda-
tions or investment advice.

Please consult your investment professional for additional information concerning your specific 
situation.

Glossary Definitions

Asset-backed securities (ABS) are collateralized by a pool of assets such as loans, leases, 
credit card debt, royalties or receivables. An ABS is similar to a mortgage-backed security, 
except that the underlying securities are not mortgage-based.

Securitized products (also known as structured products) are pools of financial assets that 
are brought together to create a new security, which is then divided and sold to investors. 

This material is the copyright © 2021 of Lord, Abbett & Co. LLC. All Rights Reserved.  

Important Information for U.S. Investors

Lord Abbett mutual funds are distributed by Lord Abbett Distributor LLC.

FOR MORE INFORMATION ON ANY LORD ABBETT FUNDS, CONTACT YOUR INVESTMENT PRO-
FESSIONAL OR LORD ABBETT DISTRIBUTOR LLC AT 888-522-2388, OR VISIT US AT LORDAB-
BETT.COM FOR A PROSPECTUS WHICH CONTAINS IMPORTANT INFORMATION ABOUT A 
FUND’S INVESTMENT GOALS, SALES CHARGES, EXPENSES AND RISKS THAT AN INVESTOR 
SHOULD CONSIDER AND READ CAREFULLY BEFORE INVESTING.

The municipal bond market may be impacted by unfavorable legislative or political develop-
ments and adverse changes in the financial conditions of state and municipal issuers or the 
federal government in case it provides financial support to the municipality. Income from the 
municipal bonds held could be declared taxable because of changes in tax laws. Certain 
sectors of the municipal bond market have special risks that can affect them more signifi-
cantly than the market as a whole. Because many municipal instruments are issued to finance 
similar projects, conditions in these industries can significantly affect an investment. Income 
from municipal bonds may be subject to the alternative minimum tax. Federal, state and local 
taxes may apply. Investments in Puerto Rico and other U.S. territories, commonwealths, and 
possessions may be affected by local, state, and regional factors. These may include, for 
example, economic or political developments, erosion of the tax base, and the possibility of 
credit problems.

The information provided is not directed at any investor or category of investors and is provided 
solely as general information about Lord Abbett’s products and services and to otherwise 
provide general investment education. None of the information provided should be regarded as 
a suggestion to engage in or refrain from any investment-related course of action as neither 
Lord Abbett nor its affiliates are undertaking to provide impartial investment advice, act as an 
impartial adviser, or give advice in a fiduciary capacity. If you are an individual retirement 
investor, contact your financial advisor or other fiduciary about whether any given investment 
idea, strategy, product or service may be appropriate for your circumstances.

Important Information for non-U.S. Investors

Note to Switzerland Investors: This is an advertising document.

Note to European Investors: This communication is issued in the United Kingdom and distrib-
uted throughout Europe by Lord Abbett UK Ltd., a Private Limited Company registered in 
England and Wales under company number 10804287 with its registered office at Tallis 
House, 2 Tallis Street, Temple, London, United Kingdom, EC4Y 0AB. Lord Abbett UK Ltd (FRN 
783356) is an Appointed Representative of Duff & Phelps Securities Ltd. (FRN 466588) which 
is authorised and regulated by the Financial Conduct Authority.
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Investors should carefully consider the investment objectives, risks, charges, and expenses of the Lord Abbett funds. This and other important information is 
contained in each fund’s summary prospectus and/or prospectus. To obtain a prospectus or summary prospectus on any Lord Abbett mutual fund, contact your 
investment professional or Lord Abbett Distributor LLC at 888-522-2388, or visit us at lordabbett.com. Read the prospectus carefully before you invest.

JERSEY CITY | LONDON | DUBLIN | PARIS | MONTEVIDEO | TOKYO

Copyright © 2021 by Lord, Abbett & Co. LLC / Lord Abbett Distributor LLC. All rights reserved. | T 1.888.522.2388 | lordabbett.com

NOT FDIC INSURED – NO BANK GUARANTEE – MAY LOSE VALUE


