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L Topic of the week: US credit cards: higher card delinquencies but no stress for now
by Axel Botte

The rise in delinquencies and a contraction in credit card lending in the first quarter is notable;

Credit card delinquencies are highest among households whose credit card balances are close to the limit;
Delinquencies outside credit cards remain muted;

Credit standards on credit card loans have been tightened by banks;

Credit card losses remain very low at large banks, as smaller institutions bear the brunt of the deterioration.

o Market review: Nvidia, a distraction from the bigger picture?
by Axel Botte

® Nvidia leads tech higher but equities hit by higher rates;
® Fed minutes show some FOMC participants policy Is not restrictive enough;
e Stronger US PMI spark bond selloff, with Bund yields above 2.60%;

e Sovereign and credit spreads remain stable.

° Chart of the week

Copper price on the London Metal Exchange - In $

$12 000
$10 000
$8 000
$6 000
$4 000
$2 000

S0
Jan-19

per ton The price of copper is at an all-time high. A ton of metal is trading at
more than $10,400.

The energy transition metal par excellence is facing both high demand
and recurring production problems, especially as the productivity of the
deposits has been decreasing for several years.
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1.8-billiondollars. This represents global investment spending in clean energy last year.

Investment rose 17% from a year prior.

Source: Bloomberg
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® Topic of the week

US credit cards: higher delinquencies but no
stress for now

The US consumer is the largest source of global demand. The financial health of US
households is therefore key to the economic outlook. The notable rise in delinquencies
and a contraction in credit card lending in the first quarter could foreshadow a softening
in consumption.

Living in debt
Will US household spending finally cool?

The consumer is the bedrock of the US economy. Household consumption has been hectic for
years. The spending down of pandemic savings was indeed quite fast in the US compared with
Europe. The latest reading on retail sales suggests private expenditure came to a halt in April.
The control group retail sales series, which excludes volatile items and building materials, even
declined by 0.3% last month. Though other retail indicators including the Redbook report paint
a more nuanced picture, a moderation in household spending was long overdue. With a healthy
labor market, tentative signs of weaker demand may be found in the consumer credit market,
and credit card lending in particular.

Credit card delinquencies on the rise

The US consumer is a debt junky. Total housing debt balances grew by $206 billion in the first
quarter, as reported by the New York Fed. Mortgage balances stood at $12.44 trillion at the
end of March (+$190 billion). Outstanding balances of home equity lines of credit (HELOC) now
amount to $376 billion, after a further $16 billion increase last quarter. The monetization of
housing wealth to fund household expenditure appears to be back in fashion.

Household Debt and Credit Developments as of Q1 2024

QUARTERLY ANNUAL TOTALASOF

CHANGE * CHANGE** Q12024

RILLIONS §
MORTGAGE DEBT {+) s190 (+) $298 $12.442
HOME EQUITY LINE OF CREDIT (+) $16 (+)$37 $0.376
STUDENT DEBT )86 %9 $1.595
AUTODEBT (+)%9 (+)$54 $1.616
CREDIT CARD DEBT (514 {+) $129 $1.115
OTHER {511 (+)531 $0.543
TOTAL DEBT {+) $184 {+) $640 $17.69

*Change from Q4 2023 to Q1 2024
** Change from Q1 2023 to Q1 2024
Source: New York Fed

In turn, non-housing balances fell by $22 billion to $4.87 trillion. Credit card balances, which
total $1.12 trillion, decreased by $14 billion during the first quarter but are still up 13.1% from
a year ago. The first-quarter drop is mostly a seasonal pullback from year-end spending. Auto
loan debt rose steadily by $9 billion to $1.62 trillion. Other balances, which include retail cards
and other consumer loans, declined by $11 billion. Student loan balances were down a modest
S6 billion to $1.6 billion outstanding.
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Making sense of higher delinquency rates on credit cards

The higher delinquency rate on household debt across the board has caught the attention of
market participants looking for early signs of a downturn in consumer spending. The situation
is most acute for credit cards.

An increasing number of borrowers have indeed fallen behind on credit cards. The aggregate
delinquency rate has now risen above 10%, well past its pre-covid average close. About 7% of
credit card balances have transitioned into 90-day delinquency status in the first quarter.

Flow into Serious Delinquency (90 days+ delinquent)

Q12023 Q12024 YOy

CHANGE
MORTGAGE DEBT 0.59% 0.92% 0.33%
HOME EQUITY LINE OF CREDIT 0.48% 0.52% 0.04%
STUDENT LOAN DEBT 0.94% 0.80% 0.14%
AUTO LOAN DEBT 2.33% 2.78% 0.45%
CREDIT CARD DEBT 4.57% 6.86% 2.29%
OTHER 4.35% 5.43% 1.08%
ALL 1.08% 1.54% 0.46%

Source: New York Fed

Credit card delinquencies began rising in 2021 from historically low levels. Lower spending amid
covid lockdowns (and hence credit card usage), unprecedented mortgage refinancing and relief
from federal government transfers had facilitated households’ deleveraging.

The New York Fed’s micro-level data’ reveals that a greater proportion of maxed-out borrowers
have indeed transitioned into delinquency status in the first quarter of 2024. Maxed-out
borrowers refer to credit card holders using 90-100% of their borrowing limit. The delinquency
rate is close to 33% for this group which represent less than a tenth of credit card users and
16% of the credit card balance outstanding. Furthermore, the Generation Z (those born
between 1995 and 2011) is overrepresented in the maxed-out category given their median
credit limit of just $4.5k, short credit history and lower-than-average income.

In sum, new credit card delinquencies appear mainly traceable to maxed-out borrowers. The
impact on spending from consumer deleveraging (via larger reimbursements of balances)
should therefore be limited.

Credit card lending: evidence from the SLOOS survey

The Federal Reserve conducts a quarterly survey of bank lending conditions. A majority of banks
report a broad-based cumulative tightening in credit standards since 2023. Banks increased the
required credit score, cut the borrowing limit, and increased spreads over their cost of funding
in the first quarter. The only tightening measure left unchanged is the minimum required

1 Andrew F. Haughwout, Donghoon Lee, Daniel Mangrum, Joelle Scally, Wilbert van der Klaauw, and Crystal Wang,
“Delinquency Is Increasingly in the Cards for Maxed-Out Borrowers,” Federal Reserve Bank of New York Liberty Street
Economics, May 14, 2024, https://libertystreeteconomics.newyorkfed.org/2024/05/delinquency-is-increasingly-in-the-cards-
for-maxed-out-borrowers/.
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balance to be repaid each month.

The tighter bank lending conditions must be evaluated in the context of high interest rates and
interest margin. The Federal reserve data show that average interest rates on credit card loans
have jumped from around 14.5% at the start of the Fed’s rate cycle to almost 22% at present.

Credit card pricing has therefore overshot the rise in Fed rates by a considerable margin.

24 Credit Card Interest Rates (%)

12 Federal Reserve Consumer Credit

rcial Bank Credit Card All Accounts

Source: Bloomberg, Ostrum AM

Given high interest rates on credit cards, households could be making a rational choice in
paying down expensive credit card debt by raising cheaper debt linked to housing wealth.
HELOC borrowing could thus improve US households’ ability to pay in aggregate, as long as
home prices keep rising. That is not to say that tapping housing wealth would improve the
financial situation of young maxed-out borrowers who are less likely to own their homes.
Delinquencies for this category of borrowers may worsen further. A repeat of the 2006 housing
debt binge would not be desirable either.

Furthermore, the largest banks are less prone to attracting less creditworthy borrowers. As can
be seen in the next chart, large players in the credit card business still report very low
delinquency occurrences. For our sample of 5 large US banks, 90-day delinquency rates on
credit cards range between 0.4 and 0.8%. Furthermore, net charge-off rates hover around 2.5-
3% in the first quarter of 2024 which still leaves a significant margin given prevailing funding
interest rates. For instance, spreads on AAA credit card ABS remain within 50 bps of SOFR swap
rates.

1 US Banks : Credit Card Delinquencies 90-day
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Comparatively, Fed estimates suggest that banks not among the 100 largest US lenders record
much higher delinquencies on their card businesses. The 7.79% delinquency rate in the three
months to March is unheard-of. The 2008 crisis brought down Wall Street banks, the next
banking crisis could primarily hit smaller/regional institutions.
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Source: Bloomberg, Ostrum AM

Conclusion

The increase in credit card delinquencies in the US over the past two years has not gone
unnoticed. The deterioration in consumer credit quality could hint at slower spending
growth ahead. However, higher delinquencies appear to be concentrated in younger,
lower-income individuals. Furthermore, the broader picture of US household credit
quality is reassuring. Default rates remain low historically on housing debt as
government relief programs lowered delinquencies on student loans to virtually zero.

Axel Botte
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® Market review

Nvidia, a distraction from the bigger picture?

Nvidia's results did not disappoint, but stock markets are worried about a prolongation
of the monetary status quo.

It is rare for a company's results to overshadow a Fed publication. However, that was the case
last week with Nvidia's release, which overshadowed the FOMC minutes from May 1%. The
rebound in the US PMI brings monetary policy back into focus. The upward pressure on bond
yields is resurfacing, particularly on the 2-year yield, which is once again approaching the 5%
threshold. Wage increases in the Eurozone (4.7% in Q1 2024) will also complicate the ECB's
communication on June 6%, after announcing a rate cut. Spreads, both on sovereign debt and
credit, remain stable at levels close to the year's lows. High yield still benefits from the search
for yield. The Nvidia effect, with its stock price tripling in a year, is fading, and small-cap stocks
like the S&P are declining for the week. The European stock market is lagging behind.

On the financial markets, the 10-year Bund has reached the level of 2.60% (+8 bp in five
sessions) while the T-note is still hovering around 4.50%. The European market even seems to
overreact to the American services PMI. The Schatz rises to 3.10%. This is undoubtedly a sign
that the market doubts a decoupling of monetary policies if the Fed leaves its rate at 5.50% for
longer. The inversion of yield curves becomes more pronounced as real yields rise. The 2-10
year spread is trading below -50 bp in the euro area and -46 bp in the United States.

Sovereign bond spreads are unchanged despite movements in risk-free rates. The new issues
(€18 billion placed) are still meeting high demand, with reduced yield premiums as on the
Portuguese 30-year subscribed 3 times (4 bp, at 115 bp against swap). 10-year swap spreads
are falling below 30 bp.

As for credit, spreads against swap on IG are stable at 77 bp. Financials tend to outperform,
thanks to subordinates. By extension, riskier debts rated high yield shrink compared to
investment grade. Credit derivatives confirm the return to compression with a Crossover
around 290 bp.

Equity markets are in decline in Europe (-1%). Quality and growth factors are beating the
market to the detriment of small caps (-1.5%). In the United States, sectors sensitive to long-
term rates reacted as expected, despite the exception of Nvidia which is dragging technology

in its wake.

Axel Botte
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Main market indicators

G4 Government Bonds
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Additional notes

Asset management company regulated by AMF under n° GP-18000014 — Limited company with a share capital of 50 938 997 €. Trade register
n°525 192 753 Paris — VAT : FR 93 525 192 753 — Registered Office: 43, avenue Pierre Mendés-France, 75013 Paris —

This document is intended for professional, in accordance with MIFID. It may not be used for any purpose other than that for which it was
conceived and may not be copied, distributed or communicated to third parties, in part or in whole, without the prior written authorization of
Ostrum Asset Management.

None of the information contained in this document should be interpreted as having any contractual value. This document is produced purely
for the purposes of providing indicative information. This document consists of a presentation created and prepared by Ostrum Asset
Management based on sources it considers to be reliable.

Ostrum Asset Management reserves the right to modify the information presented in this document at any time without notice, which under no
circumstances constitutes a commitment from Ostrum Asset Management.

The analyses and opinions referenced herein represent the subjective views of the author(s) as referenced, are as of the date shown and are
subject to change without prior notice. There can be no assurance that developments will transpire as may be forecasted in this material. This
simulation was carried out for indicative purposes, on the basis of hypothetical investments, and does not constitute a contractual agreement
from the part of Ostrum Asset Management.

Ostrum Asset Management will not be held responsible for any decision taken or not taken on the basis of the information contained in this
document, nor in the use that a third party might make of the information. Figures mentioned refer to previous years. Past performance does
not guarantee future results. Any reference to a ranking, a rating or an award provides no guarantee for future performance and is not constant
over time. Reference to a ranking and/or an award does not indicate the future performance of the UCITS/AIF or the fund manager.

Under Ostrum Asset Management’s social responsibility policy, and in accordance with the treaties signed by the French government, the funds
directly managed by Ostrum Asset Management do not invest in any company that manufactures, sells or stocks anti-personnel mines and
cluster bombs.

Final version dated 27/05/2024

This material has been provided for information purposes only to investment service providers or other Professional Clients, Qualified
or Institutional Investors and, when required by local regulation, only at their written request. This material must not be used with Retail
Investors.

In the E.U. (outside of the UK and France): Provided by Natixis Investment Managers S.A. or one of its branch offices listed below.
Natixis Investment Managers S.A. is a Luxembourg management company that is authorized by the Commission de Surveillance du
Secteur Financier and is incorporated under Luxembourg laws and registered under n. B 115843. Registered office of Natixis Investment
Managers S.A.: 2, rue Jean Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg. Italy: Natixis Investment Managers S.A.,
Succursale Italiana (Bank of Italy Register of Italian Asset Management Companies no 23458.3). Registered office: Via San Clemente
1, 20122 Milan, ltaly. Germany: Natixis Investment Managers S.A., Zweigniederlassung Deutschland (Registration number: HRB
88541). Registered office: Im Trutz Frankfurt 55, Westend Carrée, 7. Floor, Frankfurt am Main 60322, Germany. Netherlands: Natixis
Investment Managers, Nederlands (Registration number 50774670). Registered office: Stadsplateau 7, 3521AZ Utrecht, the Netherlands.
Sweden: Natixis Investment Managers, Nordics Filial (Registration number 516405-9601 - Swedish Companies Registration Office).
Registered office: Kungsgatan 48 5tr, Stockholm 111 35, Sweden. Spain: Natixis Investment Managers, Sucursal en Espafia. Serrano
n°90, 6th Floor, 28006, Madrid, Spain. Belgium: Natixis Investment Managers S.A., Belgian Branch, Louizalaan 120 Avenue Louise,
1000 Brussel/Bruxelles, Belgium.

In France: Provided by Natixis Investment Managers International — a portfolio management company authorized by the Autorité des
Marchés Financiers (French Financial Markets Authority - AMF) under no. GP 90-009, and a public limited company (société anonyme)
registered in the Paris Trade and Companies Register under no. 329 450 738. Registered office: 43 avenue Pierre Mendés France,
75013 Paris.

In Switzerland: Provided for information purposes only by Natixis Investment Managers, Switzerland Sarl, Rue du Vieux Collége 10,
1204 Geneva, Switzerland or its representative office in Zurich, Schweizergasse 6, 8001 Zirich.

In the British Isles: Provided by Natixis Investment Managers UK Limited which is authorised and regulated by the UK Financial
Conduct Authority (register no. 190258) - registered office: Natixis Investment Managers UK Limited, One Carter Lane, London, EC4V
5ER. When permitted, the distribution of this material is intended to be made to persons as described as follows: in the United Kingdom:
this material is intended to be communicated to and/or directed at investment professionals and professional investors only; in Ireland:
this material is intended to be communicated to and/or directed at professional investors only; in Guernsey: this material is intended to
be communicated to and/or directed at only financial services providers which hold a license from the Guernsey Financial Services
Commission; in Jersey: this material is intended to be communicated to and/or directed at professional investors only; in the Isle of
Man: this material is intended to be communicated to and/or directed at only financial services providers which hold a license from the
Isle of Man Financial Services Authority or insurers authorised under section 8 of the Insurance Act 2008.

In the DIFC: Provided in and from the DIFC financial district by Natixis Investment Managers Middle East (DIFC Branch) which is
regulated by the DFSA. Related financial products or services are only available to persons who have sufficient financial experience
and understanding to participate in financial markets within the DIFC, and qualify as Professional Clients or Market Counterparties as
defined by the DFSA. No other Person should act upon this material. Registered office: Unit L10-02, Level 10 ,ICD Brookfield Place,
DIFC, PO Box 506752, Dubai, United Arab Emirates
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In Japan: Provided by Natixis Investment Managers Japan Co., Ltd., Registration No.: Director-General of the Kanto Local Financial
Bureau (kinsho) No. 425. Content of Business: The Company conducts discretionary asset management business and investment
advisory and agency business as a Financial Instruments Business Operator. Registered address: 1-4-5, Roppongi, Minato-ku, Tokyo.
In Taiwan: Provided by Natixis Investment Managers Securities Investment Consulting (Taipei) Co., Ltd., a Securities Investment
Consulting Enterprise regulated by the Financial Supervisory Commission of the R.O.C. Registered address: 34F., No. 68, Sec. 5,
Zhongxiao East Road, Xinyi Dist., Taipei City 11065, Taiwan (R.O.C.), license number 2020 FSC SICE No. 025, Tel. +886 2 8789 2788.
In Singapore: Provided by Natixis Investment Managers Singapore Limited (company registration no. 199801044D) to distributors and
institutional investors for informational purposes only.

In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to institutional/ corporate professional investors only.

In Australia: Provided by Natixis Investment Managers Australia Pty Limited (ABN 60 088 786 289) (AFSL No. 246830) and is intended
for the general information of financial advisers and wholesale clients only .

In New Zealand: This document is intended for the general information of New Zealand wholesale investors only and does not constitute
financial advice. This is not a regulated offer for the purposes of the Financial Markets Conduct Act 2013 (FMCA) and is only available
to New Zealand investors who have certified that they meet the requirements in the FMCA for wholesale investors. Natixis Inve stment
Managers Australia Pty Limited is not a registered financial service provider in New Zealand.

In Latin America: Provided by Natixis Investment Managers S.A.

In Uruguay: Provided by Natixis Investment Managers Uruguay S.A., a duly registered investment advisor, authorised and supervised
by the Central Bank of Uruguay. Office: San Lucar 1491, Montevideo, Uruguay, CP 11500. The sale or offer of any units of a fund
qualifies as a private placement pursuant to section 2 of Uruguayan law 18,627.

In Colombia: Provided by Natixis Investment Managers S.A. Oficina de Representacion (Colombia) to professional clients for
informational purposes only as permitted under Decree 2555 of 2010. Any products, services or investments referred to herein are
rendered exclusively outside of Colombia. This material does not constitute a public offering in Colombia and is addressed to less than
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In Mexico Provided by Natixis IM Mexico, S. de R.L. de C.V., which is not a regulated financial entity, securities intermediary,
or an investment manager in terms of the Mexican Securities Market Law (Ley del Mercado de Valores) and is not registered
with the Comision Nacional Bancaria y de Valores (CNBV) or any other Mexican authority. Any products, services or
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of certain ETFs may be listed in the Sistema Internacional de Cotizaciones (SIC), such listing does not represent a public
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Managers and/or any of its investment management subsidiaries, which are also not authorized by or registered with the
CNBV or any other Mexican authority.

The above referenced entities are business development units of Natixis Investment Managers, the holding company of a diverse line-
up of specialised investment management and distribution entities worldwide. The investment management subsidiaries of Natixis
Investment Managers conduct any regulated activities only in and from the jurisdictions in which they are licensed or authorized. Their
services and the products they manage are not available to all investors in all jurisdictions. It is the responsibility of each investment
service provider to ensure that the offering or sale of fund shares or third party investment services to its clients complies with the
relevant national law.

The provision of this material and/or reference to specific securities, sectors, or markets within this material does not constitute
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and certain of the investment themes and processes referenced herein represent the views of the portfolio manager(s) as of the date
indicated. These, as well as the portfolio holdings and characteristics shown, are subject to change. There can be no assurance that
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Although Natixis Investment Managers believes the information provided in this material to be reliable, including that from third party
sources, it does not guarantee the accuracy, adequacy, or completeness of such information. This material may not be distributed,
published, or reproduced, in whole or in part.
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