
Credit Contraction

Credit growth in the US is stalling and approaching levels which in previous times 

have signalled recession. The classic policy response would see governments 

ramp up borrowing (spending) to counteract the private sector slowdown. Simple 

in theory perhaps less so in practice. For one, today’s fiscal deficits are already at 

the highest levels on record outside of recession or war. Secondly, interest rates 

remain problematically high for a Treasury Department desperately looking to 

ease the interest burden on the debt, while thirdly, stubborn inflation is 

contributing to a reduced appetite for long dated government bonds. A lot is 

therefore riding on the Fed to ease the interest rate pressure, at a time when 

growth does appear to be weakening but inflation remains sticky. Cut too 

aggressively and risk unleashing more inflation on an irate electorate who cannot 

afford it. Wait too long and risk a recession at a time when governments can’t 

afford it. 
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Household – Mortgages 

The collapse in housing affordability since the emergence of higher interest rates 

(along with elevated prices) has seen a corresponding decline in mortgage debt. 

A look underneath the surface however reveals the problems extend beyond just 

affordability. Of the historically low number of mortgages take out in the last few 

years, a record number (30%) rely on some level of government support in terms 

of mortgage guarantees (e.g. FHA, VA, USDA). With certain forms of relief set to 

expire in 2025/26 and as average rates on outstanding mortgages continue to 

rise,  it seems a lot more than 100bps of rate cuts would be required to reignite a 

lending cycle.
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Household – Consumer Credit

The year-on-year change in total outstanding consumer credit is approaching 

negative territory which once again raises question marks over the health of the 

consumer.  With delinquencies on credit cards, auto loans and now student 

loans at elevated levels and showing no sign of abating, the extent to which the 

top 10% of earners can keep aggregate consumption moving in the right direction 

is highly debatable. Beyond that is the question of whether or not a consumer 

default cycle is extending beyond the lowest cohort of earners and if a few 

hundred basis points in rate cuts will be enough to stop it accelerating.
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Demand for Corporate Credit Slowing

Net % Dom Resp Reporting Stronger Demand for C&I Loans (Med/Large Firms)

Corporates 

Demand for credit in the corporate sphere is also showing signs of a sizeable 

slowdown.  One clear exception to this is Private Credit, where capital continues 

to flow both directly from institutional investors (e.g. insurance companies) and 

indirectly from banks.  As assets continue to grow, the trend in funding has 

shifted away from LBO/MBO financing and towards Refinancing  and Dividend 

Recapitalisation reflective perhaps of a decline in new lending opportunities. 

Alongside this indications are that stress in the asset class continues to build, 

with PIK financing for example representing an increasing share of overall deals. 

The fact that banks have increased their exposure has added an additional  layer 

of systemic risk – something the Fed would be foolish to ignore.
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Bottom Line

Demand for credit at current interest rates is contracting to the point where 

continued growth momentum must be under threat. While the Federal Reserve 

will not doubt be conscious of this, they would also be well advised to recognise 

that inflation remains well above target and trending in the wrong direction. You 

have to go back nearly 30 years to find an instance of the Fed cutting with core 

inflation on or around current levels (excluding last year) while to say financial 

markets are exuberant feels like an understatement. It does seem therefore they 

are in a no-win situation – overly dovish signalling risks the wrath of the bond 

market but acting too late risks a possible credit crunch. If the latter will a few 

hundred basis points of rate cuts be enough to unlock the credit malaise or will 

something far more drastic be needed?
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Important Information

Rubrics Global UCITS Funds Plc is a variable capital umbrella investment company with segregated liability between sub-funds; 

incorporated with limited liability in Ireland under the Companies Acts 2014 with registration number 426263; and authorised by the 

Central Bank of Ireland pursuant to the European Communities (Undertakings for Collective Investment in Transferable Securities) 

Regulations 2011, as amended). This document is for information only and does not constitute an offer or solicitation to deal, whether 

directly or indirectly, in any particular fund. Nothing in this document should be taken as an expressed or implied indication, 

representation, warranty or guarantee of performance whether in respect of income or capital growth. No warranty or representation is 

given as to the accuracy or completeness of this document and no liability is accepted for any errors or omissions that the document may 

contain. The Key Investor Information Documents (“KIIDs”) and prospectus (including supplements) for Rubrics Global UCITS Funds Plc 

are available at www.rubricsam.com. The management company of Rubrics Global UCITS Funds Plc is Universal-Investment Ireland Fund 
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Management (Ireland) Limited (the "Investment Manager"). The Investment Manager is a private company registered in Ireland (reference 

number:613956) and regulated by the Central Bank of Ireland in the conduct of financial services (reference number:C173854). Details 

about the extent of its authorisation and regulation is available on request. Rubrics Asset Management (UK) Limited is an appointed 

representative of Laven Advisors LLP, which is authorised and regulated by the Financial Conduct Authority of the United Kingdom 

(Reference number: 447282). Laven Advisors LLP is not authorised to promote products to retail clients, all communications originating 

from either Laven Advisors LLP or Rubrics Asset Management (UK) Limited is therefore intended for professionals and eligible 

counterparties only. Data Source: © 2020 Morningstar. All Rights Reserved. The information contained herein: (1) is proprietary to 

Morningstar and/or its content providers; (2) may not be copied or distributed; and (3) is not warranted to be accurate, complete or timely. 

Neither Morningstar nor its content providers are responsible for any damages or losses arising from any use of this information. 

www.morningstar.co.uk. 

For South African investors: In the Republic of South Africa this fund is registered with the Financial Sector Conduct Authority and may be 

distributed to members of the public. In addition to the other information and warnings in this document, the Financial Sector Conduct 

Authority of South Africa requires us to tell South African recipients of this document that collective investment schemes are generally 

medium to long-term investments, collective investment schemes are traded at ruling prices and can engage in borrowing and scrip 

lending and that a schedule of fees and charges and maximum commissions is available on request from the manager. Because foreign 

securities are included in the investments within this collective investment scheme, we are also required to disclose to you that there may 

be additional risks that arise because of events in different jurisdictions: these may include, but are not limited to potential constraints on 

liquidity and the repatriation of funds; macroeconomic risks; political risks; foreign exchange risks; tax risks; settlement risks and 

potential limitations on the availability of market information. 

Additional Information for Switzerland: The prospectus and the Key Investor Information Documents for Switzerland, the articles of 

association, the annual and semi-annual report in French, and further information can be obtained free of charge from the representative 

in Switzerland: Carnegie Fund Services S.A., 11, rue du Général-Dufour, CH-1204 Geneva, Switzerland, tel.: + 41 22 7051178, fax: + 41 22 

7051179, web: www.carnegie-fund-services.ch. The Swiss paying agent is: Banque Cantonale de Genève, 17, quai de l’Ile, CH-1204 Geneva. 

The last share prices can be found on www.fundinfo.com. For the shares of the Funds distributed to non-qualified investors in and from 

Switzerland and for the shares of the Funds distributed to qualified investors in Switzerland, the place of performance is Geneva. 

Universal-Investment Ireland Fund Management Limited reserves the right to terminate the arrangements made for the marketing of this 

product in any EEA jurisdiction in accordance with the UCITS Directive.
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