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Section one

Economic Trends

Real home prices rose only 1% in 2023, the second year of a home price downcycle.



Economic Trends

Real home prices (inflation adjusted) increased only 0.7% in 2023, the second consecutive year of
below 1% growth since 2010-2011 (see figure below) as rising interest rates negatively impacted the
very interest rate sensitive housing market.

Nominal home prices rose 4.1% in 2023, slighter higher than the cost of living as measured by the
Consumer Price Index which rose 3.4% from December 2022 to December 2023. If we subtract this 3.4%
inflation rate from the 4.1% nominal home price growth rate, we can calculate the real home price
growth rate of 0.7%. For the 10-year period ending in 2021 the nominal home price growth rate
exceeded by more than 2% the rate of inflation of the goods and services we purchase to live. This
made investing in housing a very good investment.

The chart also shows the housing market moves in cycles. In the late 1980s the housing market
experienced five years of positive real home price appreciation, followed by approximately five years
of negative real price growth rates in the early 1990s. Then the nine years of the housing price bubble
of 1997 to 2005 were followed by six years of negative real home price growth rates in 2006-2011.

We can expect real home price growth rates to remain very low or even negative for the next few
years as nominal home price growth rates remain close to or below the rate of inflation of goods and
services. The recent fall in the inflation rate has pushed down long-term interest rates and in turn the 30-
year mortgage interest rate. If this trend continues many homeowners who were reluctant to sell their
home and give up their existing low-rate mortgage will list their home for sale. This increase in the supply
of homes will cause downward pressure on home price appreciation. The expected fall in real home
prices during the next few years will help make housing more affordable to many households who are
looking to purchase homes. Credit unions could therefore see mortgage loan originations grow 10% this
year from admittedly a very low level in 2023.

The Housing Cycle
(Inflation-Adjusted Annual Home Price Increases)
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Section two

Total Credit
Union Lending

Credit union loan balances expected to growth at the slowest pace since 2011 in 2024.



Total Credit Union Lending
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Credit union loan balances rose 0.3% in December, less than a third of the 1% pace reported

in December 2022. Driving overall loan growth was strong growth in adjustable-rate mortgages
(3.7%), credit card loans (2.0%), and second mortgages (1.6%). December credit card seasonal
factors — such as holiday shopping — typically add 3.1 percentage points to the underlying credit
card trend loan growth.

Credit union loan balances rose 6.7% in 2023, down from the 19.1% reported in 2022 (see figure above)
and below the 7% long run average for two reasons. First, the Federal Reserve raised short-term interest
rates another 1.25 percentage points in 2023, which increased consumer and mortgage loan interest
rates, and therefore reduced members’ demand for loans. Second tight liquidity, especially among
larger credit unions, has reduced their ability to keep making loans.

Credit unions now hold 15.2% of the consumer loan market, up from 14.7% one year ago and is the
highest percentage on record. Expect credit union loan growth to slow to 4% in 2024 as many large
credit unions focus on building liquidity. Credit unions with ample lending capacity, however, will see
faster loan growth as other lenders face similar liquidity challenges and even greater concerns around
capital and loan performance.
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Section three

Consumer
Installment Credit

Consumer debt-to-income ratios improved in 2023 as income grew faster than debt.



Consumer Installment Credit

The great deleveraging of the U.S. consumer balance sheet that began in 2008, then reversed

course in 2022, has resumed in 2023 as household debt grew slower than disposable personal income.
Household debt burdens, as measured by residential mortgages and consumer credit as a percentage
of disposable personal income, fell to 88.1% in the third quarter of 2023, down from 91.7% in the third
quarter of 2022, according to the Federal Reserve’s Flow of Funds report (see figure below) A strong
labor market, fast rising wages and higher interest rates were the primary factors bringing down the
debt-to-income ratio.

Debt-to-income ratios are back to the levels seen in the first quarter of 2001, before the housing and
debt boom of 2002-2007. Falling debt burdens during the last 15 years have improved household
balance sheets. Household net worth has also surged since 2009 due to rapidly rising stock and home
prices.

Expect household debt-to-income ratios to fall slowly for the next few years as income growth barely
exceeds debt growth. We expect the supply and demand for credit to decrease this year as lending
institutions tighten their lending standards thereby reducing the supply of credit and higher market
interest rates reduce the demand for credit. Tighter lending standards will reduce credit card and other
forms of short-term debt the most.

Household Debt
(As a Percent of Disposable Personal Income)
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Section four

Vehicle Loans

Credit union new-auto loan balances were falling at a -2.5% annualized
pace in December.



Vehicle Loans
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Credit union new auto loan balances fell 0.3% in December, significantly below the 1.7% gain set in
December 2022, and only rose 1.2% for the full year, which is the slowest pace since 2021.

On a seasonally-adjusted annualized basis, new auto loan balances fell 2.5% in December

(see figure above) due to high lending interest rates, tight liquidity pressures causing some credit
unions to pull back from lending, increased vehicle incentives by manufactures, and tighter lending
standards reducing the availability of credit.

New vehicle sales rose 3.7% in December from November to a 16.1 million seasonally-adjusted
annualized sales rate and were up 17.1% from the pace set one year earlier. Sales improved due to
greater vehicle inventories making it easier to buy a new vehicle, a resilient U.S. economy boosting
consumer confidence, and a tight labor market creating 3.1 million new jobs and a 4.5% increase in
average wages.

Despite the improved new auto market in 2023, sales are still below the assumed market equilibrium of
17 million car sales due primarily to persistently high new car transaction prices. Moreover, declining
used-vehicle values are leaving consumers with less equity from their frade-ins making the purchase of
a new vehicle out of reach for many consumers.

For 2024, we expect auto sales to rise from 15.5 million in 2023 to 16.3 million. This 5.2% increase is due to
improvement in new-vehicle affordability, steady growth in inventory levels, a relatively healthy labor
market and the prospect of declining interest rates reducing the lending costs of a new vehicle.
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Section five

Real Estate Information

Home sales in December were at the lowest level since 2010, the low point of the
Great Recession.



Real Estate Information

The housing market closed 2023 on a weaker note as existing home sales fell 1% to a 3.78 million
seasonally-adjusted annual rate in December from November and fell 6% from December 2022
(see figure below). High mortgage interest rates and high home prices appeared to weigh on sales
along with limited homes available for sale. Currently the month’s supply of homes on the market has
plummeted to 3.2 months, below the six months considered a balanced housing market.

Meanwhile home prices are still rising due to the tight housing market. Median single-family home

prices fell 1% in December due to seasonal factors but rose 4% during the last year according to the

National Association of Realtors, which is at the 4% long run average. Housing demand is expected to
remain below its long-term trend of five million annual home sales during the next year due to

unaffordability issues related to high home prices and high interest rates.

The confract interest rate on a 30-year, fixed-rate conventional home mortgage fell to 6.82% in
December, down from 7.44% in November, but up from 6.36% reported in December 2022. The 10-year
freasury interest rate fell 48 basis points to 4.02% in December from 4.50% in November due to the drop

in inflation expectations (12 basis points) and real interest rates (36 basis points).

Home prices rose 0.2% in December from November, according fo the S&P Core Logic Home Price
Index, and 5.1% year-over-year. House price appreciation is expected to decelerate to 3% in 2024 and
decline in real (inflation adjusted) terms given the imbalance between median house prices and

median incomes.
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Section six

Savings and Assets

The personal savings rates averaged only 4.5% in 2023, below the 6% long run average,
creating a headwind for credit union deposit growth.



Savings and Assets
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The personal savings rate (personal savings divided by disposable personalincome) averaged 4.5% in
2022, below the 6% long run average, which has created a headwind for credit union deposit growth.
During December 2023, consumers saved 3.7% of their disposable income, up from the 3.4% reported
in December 2022, (see figure above). Today's low savings rate comes on the heels of the high
savings rates reported during the COVID-19 pandemic in 2020-2021 when consumers spent less on
leisure and hospitality and received three rounds of government stimulus checks. Consumers typically
used 80% of their stimulus payments to either pay down debt or to build up their precautionary savings
balances. Expect the personal savings rate to rise to 6% later in 2024, due to members’ having
exhausted their excess savings built up during the pandemic.

The drop in the personal savings rate is one factor pushing up long-term interest rates recently. The
figure above shows how the jump in the savings rate in 2020-2021 helped lower the 10-year Treasury
note interest rate. Financial institutions used the surge in savings deposits to purchase additional
government debt. This increased the price of bonds and reduced the interest rates on those bonds.
The recent drop in the savings rate slowed the growth in credit union deposits and therefore the funds
available to purchase additional government debt which raises interest rates.
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Section seven

Capital and Other
Key Measures

Credit union equity ratios end 2023 at 9.1%, above the 30-year low posted in 2022 of 8.8%.



Equity and Other Key Measures

The credit union movement's equity-to-asset ratio ended 2023 at 9.1%, up from the 8.8% reported at
year-end 2022 (see figure below), as net income outweighed losses on the market value of available-for-
sale investments. Credit union equity (Other Reserves + Undivided Earnings + Unrealized Gains/Losses on
Available for Sale Securities) rose $15.5 billion in 2023 due to losses on securities (-$0.7 billion) being
outweighed by netincome ($16.2 billion). The numerator of this ratio (equity) rose 8% in 2023, while the
denominator (assets) rose only 4.1%. The net effect was a 3.4% rise in the ratio from 8.8% to 9.1%.

Credit union earnings as measured by return-on-asset ratios came in at 0.72% in 2023, down from 0.88% in
2022 and below the 1% long run average. The decline was due primarily to higher provision for loan losses
and operating expenses rising faster than assets.

Credit unions reported a return-on-equity (a.k.a. equity growth rate) number of 8% in 2023, above the
7.4% 30-year average. The return on equity ratio is an important measure of credit union financial
performance because it is considered the speed limit for asset growth in the long run.

Credit union equity growth could improve in 2023 if the Federal Reserve lowers interest rates later in the
year and therefore boosts the market value of available-for-sale investments and reduces the
competitive pressure on deposit pricing. However, we are forecast return-on-asset ratios falling to 0.5%
this year due to falling net interest margins, low fee income and arise in loan loss expense.
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Section eight

Credit Unions
and Members

Credit unions picked up 4.3 million memberships in 2023, down from the 5.7 million gain
reported in 2022.



Credit Unions and Members

Net Gain in Total CU Membership
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Credit unions added 191,000 memberships in December, less than the 399,000 reported during
December 2022. Credit unions added 4.3 million memberships for all of 2023 (see figure above), the
slowest pace since 2020. This membership slowdown is due in large part to the slowdown in credit
union lending.

Membership growth is also driven by jolb growth. In 2023, the economy gained 3.1 million jobs,
according to the Bureau of Labor Statistics, down from 4.5 million in 2022, but 41% more than the 2.2

million jobs the economy typically added annually during 2010-2019. For 2024, expect a weaker labor
market with an expected 2 million additional jobs being added to the workplace.

Credit union membership growth is expected to be 3.3% in 2024 and 2.5% in 2025, below the recent
5-year average of 4.7%, due to a decrease in the demand for credit by the American consumer.
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YR/MO

2112
2201

22 02

2203

22 04

2205

2206

22 07

2208

2209

2210

2211

2212

2301

23 02

2303

2304

23 05

23 06

2307

2308

2309

2310

2311

2312

Distribution of Credit Union Loans

1,286.2
1,293.9
1,306.6
1,328.3
1,351.0
1,379.5
1,411.4
1,433.8
1,457.6
1,482.5
1,500.5
1,515.9
1,531.2
1,538.7
1,544.6
1,5565.2
1,565.8
1,577.3
1,587.6
1,598.5
1,608.8
1,615.9
1,622.9
1,628.8

1,633.5

144.2

144.4

145.4

147.2

153.4

156.0

158.9

166.4

170.2

169.3

171.0

173.2

176.2

176.7

177.2

178.3

177.9

177.9

179.3

179.5

179.7

179.5

179.3

178.9

178.3

* Member Business Loans

Estimated $ (Billions) Outstanding

USED
AUTO

266.7

268.7

271.2

276.9

2821

288.0

295.3

2991

304.0

309.8

312.6

313.9

316.8

319.3

320.9

323.1

322.7

322.9

326.2

327.7

329.0

329.3

330.1

330.0

330.0

410.9

413.1

416.5

4241

435.5

444.0

454.2

465.5

474.2

479.2

483.6

487.0

493.0

496.0

498.1

501.4

500.6

500.9

505.5

507.3

508.7

508.8

509.4

508.9

508.9

52.5

52.5

54.1

53.8

54.7

55.9

57.9

59.4

61.1

62.0

63.2

63.8

64.5

64.7

65.0

65.0

66.2

67.4

67.0

67.9

68.7

69.2

69.8

70.4

70.4

CREDIT
CARDS
65.0

64.6
64.6
65.2
65.7
67.2
68.1
69.2
70.1
70.7
71.6
73.2
75.1
75.1
74.9
75.0
76.0
77.3
77.5
78.9
79.5
79.6
80.7
82.0

82.0

Cucic

533.8
533.6
538.7
547.3
557.8
570.5
584.3
594.9
602.6
616.2
619.1
624.5
636.8
639.6
641.0
645.0
649.3
649.6
654.2
658.2
661.3
663.9
663.8
662.7

666.6

1st

MORT.
TOTAL

581.3

550.5

526.2

503.7

512.4

522.9

530.1

543.2

547.7

549.0

553.1

556.1

561.9

551.8

557.8

567.1

564.7

568.2

575.5

577.4

580.2

583.1

583.4

584.3

586.1

86.2

85.3

84.5

81.5

84.6

86.7

90.4

94.0

97.7

101.0

104.6

106.2

108.9

110.4

112.0

113.7

118.9

121.5

120.8

122.9

125.9

128.2

133.1

133.7

135.3

TOTAL
REAL
ESTATE

667.5

635.8

610.7

585.2

597.0

609.6

620.5

637.2

645.3

650.0

657.7

662.3

670.9

662.2

669.9

680.9

683.5

689.7

696.3

700.3

706.1

711.3

714.5

718.0

721.4

CUCIC = Total Loans — Total Real Estate — MBLs CUCIC = Total Vehicle Loans + Unsecured Loans + Credit Card — 14% of MBLs
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Distribution of Credit Union Loans

Percent Change From Prior Year

2112 77 0.1 10.3 6.4 13 3.8 78 10.8 0.4 9.3 40
— 8.5 (0.2) 10.9 6.7 2.0 5.9 6.5 43 (0.8) 3.6 59.4
e 9.4 0.5 11.9 7.6 0.9 6.5 7.4 (0.5) (1.0) (0.6) 99.0
_ 111 35 133 9.7 0.7 9.7 8.8 (5.0) (2.5) @47) 1484
22 12.4 7.6 14.7 12.1 5.6 17 103 (4.2) 0.8 35)  154.3
P 13.9 8.4 15.6 13.0 9.2 11.8 103 2.7) 3.2 19) 1736
AL 15.4 10.9 17.2 14.9 9.0 123 125 2.8) 8.1 (13) 1766
= 16.3 16.2 17.6 171 15.2 13.1 15.4 (1.2) 107 04 1449
—— 17.1 18.9 18.1 18.4 18.6 13.4 15.6 (1.4) 155 08 1523
) 18.4 17.9 18.8 185 19.1 14.1 18.0 2.3) 19.3 05  160.0
2 18.7 19.4 19.0 19.2 19.9 14.4 18.2 2.2) 205 08 1543
AL 19.0 20.7 18.5 19.3 238 14.7 17.9 (3.1) 25.1 06 1687
e 19.1 222 18.8 20.0 229 15.5 19.3 (3.3) 26.3 05 163.6
cBel 18.9 22.4 18.8 20.1 233 16.2 19.9 0.2 29.4 42 90.3
s 18.2 21.9 18.3 19.6 20.1 16.0 19.0 6.0 32,6 9.7 48.7
RIS 17.1 21.2 16.7 18.2 20.8 15.1 17.9 12.6 39.6 16.4 171
EL 15.9 16.0 14.4 15.0 20.9 15.6 16.4 10.2 405 14.5 187
R 14.3 14.1 12.1 12.8 20.7 15.1 13.9 8.7 40.2 13.1 19.3
L 12.5 12.9 105 113 15.7 13.9 12.0 8.6 33.6 12.2 14.8
R 115 8.0 9.4 9.0 14.3 14.1 10.6 6.3 30.7 10.0 18.3
e 10.4 5.6 8.2 7.3 12.6 13.4 9.7 5.9 28.9 9.4 152
P 9.0 6.0 6.3 6.2 116 12.5 7.7 6.2 26.9 9.4 113
ek 8.2 49 5.6 5.3 103 127 7.2 55 25.3 8.6 9.3
=l 7.4 3.3 5.1 45 103 12.0 6.1 5.1 25.9 8.4 8.3
e 6.7 12 3.9 29 9.7 114 4.7 43 24.2 75 9.8

* Member Business Loans

CUCIC = Total Loans — Total Real Estate — MBLs CUCIC = Total Vehicle Loans + Unsecured Loans + Credit Card — 14% of MBLs
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National Monthly
Credit Union Aggregates

LOAN/
LOANS ASSETS SAVINGS CAPITAL MEMBERS CREDIT SAVINGS CAPITAL/
YR/MO ($ Billions) ($ Billions) ($ Billions) ($ Billions) (Millions) UNIONS RATIO | ASSETRATIO

2112 1,286.2 2,094.9 1,819.0 209.2 132.1 5,152 70.7 10.0
2201 1,293.9 2,093.3 1,817.7 206.9 132.4 5,149 71.2 9.9
2202 1,306.6 2,123.4 1,847.5 205.1 132.8 5,120 70.7 9.7
2203 1,328.3 2,152.1 1,881.8 198.4 133.4 5111 70.6 9.2
2204 1,351.0 2,170.3 1,895.7 1915 134.1 5,101 71.3 8.8
2205 1,379.5 2,171.2 1,882.1 194.2 134.6 5,070 733 8.9
2206 1,411.4 2,170.0 1,884.4 192.6 135.0 5,062 74.9 8.9
2207 1,433.8 2,195.1 1,885.3 197.1 135.0 5,051 76.0 9.0
2208 1,457.6 2,183.5 1,879.8 194.7 135.4 5,044 775 8.9
2209 1,482.5 2,184.1 1,889.2 186.7 136.8 5,018 785 8.5
2210 1,500.5 2,181.3 1,876.8 184.8 137.2 5,023 80.0 8.5
2mn 1,515.9 2,192.6 1,871.3 190.8 137.3 4,970 81.0 8.7
2212 1,531.2 2,202.1 1,879.5 193.2 137.7 4,963 81.5 8.8
2301 1,538.7 2,201.8 1,865.0 197.8 138.1 4,950 82.5 9.0
2302 1,544.6 2,208.9 1,887.9 192.3 138.5 4,918 81.8 8.7
2303 1,555.2 2,245.6 1,919.1 196.4 139.1 4,913 81.0 8.7
2304 1,565.8 2,253.2 1,905.2 198.5 139.3 4,889 82.2 8.8
2305 1,577.3 2,253.6 1,896.1 201.5 139.7 4,865 83.2 8.9
2306 1,587.6 2,252.7 1,906.9 197.8 140.2 4,883 83.3 8.8
2307 1,598.5 2,240.3 1,888.7 198.0 140.8 4,858 84.6 8.8
2308 1,608.8 2,251.6 1,893.2 199.3 141.1 4,843 85.0 8.8
2309 1,615.9 2,263.6 1,904.9 196.9 141.3 4,839 84.8 8.7
2310 1,622.9 2,252.3 1,893.0 196.5 141.6 4,814 85.7 8.7
23 1,628.8 2,269.3 1,899.4 202.4 141.8 4,786 85.8 8.9
2312 1,633.5 2,292.4 1,912.7 208.7 142.0 4,785 85.4 9.1
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* Loans two or more months delinquent as a percent of total loans
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S

E
(165)
(169)
(185)
(174)
(168)
(176)
(181)
(200)
(200)
(186)
(156)
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0.485%
0.494%
0.461%
0.418%
0.443%
0.458%
0.479%
0.510%
0.515%
0.528%
0.561%
0.616%
0.612%
0.667%
0.582%
0.523%
0.588%
0.594%
0.626%
0.672%
0.697%
0.716%
0.733%
0.774%
0.783%
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Meet Steve Rick

Steve Rick is the Chief Economist for TruStage. Rick is an economic researcher, analyst
and forecaster with expertise in consumer markets and the credit union industry. His
forecasts serve as a starting point for client—and firm—Ievel strategic planning by creating
a clear understanding of the underlying trends and links between the general economy,
the financial services industry and the firm’s clients. Rick is a member of the TruStage
Financial Advisors Investment Committee that approves strategy and oversees the firm'’s
investment operations. He is also a member of the firm’s Capital Markets Committee that
performs ongoing research on the global economy and financial markets and on behalf
of institutional and individual investors across the country.

This report on key credit union indicators is based on data from CUNA E&S's Monthly
Credit Union Estimates, the Federal Reserve Board and TruStage — Economics. To access
this report on the Internet, go fo www.trustage.com/cu-trends. If you have any questions,
comments, or need additional information, please call or complete this form. Thank you.

Steven Rick

800.356.2644, Ext. 665.5454
steve.rick@itrustage.com
TruStage — Economics
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