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DISCLAIMER

Hedgeye Risk Management, LLC (“Hedgeye”) is a registered investment advisor, registered with the State of Connecticut. Hedgeye is not a
broker dealer and does not provide investment advice to individuals. This research does not constitute an offer to sell, or a solicitation of an
offer to buy any security or investment vehicle. This research is presented without regard for individual investment preferences or risk
parameters; it is general information and does not constitute specific investment advice, nor does it constitute or contain any legal or tax
opinions. This presentation is based on information from sources believed to be reliable. Hedgeye is not responsible for errors, inaccuracies
or omissions of information. The opinions and conclusions contained in this report are those of the individual expressing those opinions or
conclusion and are intended solely for the use of Hedgeye’s clients and subscribers, and the authorized recipients of the content. In
reaching its own opinions and conclusions, Hedgeye and its employees have relied upon research conducted by Hedgeye’s employees, which
is based upon sources considered credible and reliable within the industry. Neither Hedgeye, nor its employees nor any individual
expressing opinions, conclusions or data are responsible for the validity or authenticity of the information upon which it has relied.

TERMS OF USE
This report is protected by United States and foreign copyright laws and is intended solely for the use of its authorized recipient. Access
must be provided directly by Hedgeye. There is a fee associated with access to this report and the information and materials presented
during the event. Redistribution or republication of this report and its contents are strictly prohibited. By joining this call or possessing
these materials, you agree to these Terms. For more detail please refer to the appropriate sections of the Hedgeye Services Agreement and
the Terms of Service at https://www.hedgeye.com/terms_of_service.
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Performance
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From best to worst.

Data Source: FactSet
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Financial Concerns

Data Source: Hedgeye Survey Data

10.9% of auto loan borrowers indicate they are already behind or will be shortly. 13.5% of credit card borrowers say they 
are or will be behind shortly. The other category to watch is those who say they’ll try not to fall behind but they may fall 
behind as those are very high shares at 31.5% of auto borrowers and 28.8% of credit card borrowers. Not only are those 
levels very high, but they also increased significantly in the two months from early April to early June.

Changes in concern over the last  two months.
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* Includes only those respondents with rent payments.
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Source: Hedgeye Survey (500 Respondents) © Hedgeye Risk Management
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Initial Weekly Unemployment Insurance Claims

5Data Source: BLS

Initial claims for the first 
23 weeks of each of the 
last 20 years are shown 
here.

2020 is tracking at 44.6 
million, which is 9.5x 
2019 levels and 3.25x 
2009 levels. 

It is all the more 
remarkable considering 
claims were at record 
lows for January and 
February.
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Seasonally Adjusted

Initial Weekly Unemployment Insurance Claims
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Seasonally Adjusted

Continued Weekly Unemployment Insurance Claims
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This blue column represents July 31st –
week 30 – the expiration date for 
enhanced unemployment benefits.

8 weeks left

Duration matters: Six weeks now with continuing 
State-level claims topping 20 million
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Jobless Claims

8Data Source: Department of Labor

Remarkably, the claims levels shown 
in the previous three slides exclude 
federal Pandemic Unemployment 
Assistance claims, which are offered 
under the CARES Act.

Ongoing PUA claims were at 9.7 
million, or roughly half of total state 
claims, as of May 23rd and were still 
coming in at a rate of >700k/week in 
the June 6th report.

For context, the peak level of initial 
claims during the GFC was <700k in 
March 2009.

Adding the 29.5mn Total Claims at 
5/23/20 to the Initial Claims and PUA 
Claims for 5/30 and 6/6, we estimate 
total claims at 34.4mn.

Don’t forget about PUA
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Temporary vs Permanent

Data Source: NBER, https://www.nber.org/papers/w27137

A recent paper (linked below) looked back through history to measure the transition trends from temporary job loss to permanent 
unemployment and concluded that we should expect to see 42% of those workers let go due to the pandemic become permanently 
unemployed. Based on the 34.4 million currently unemployed (see previous slide), this works out to 14.4mn, or 9.6% unemployment.

"... we estimate that 42 percent of recent pandemic-induced layoffs will result in permanent job loss."

What to expect

https://www.nber.org/papers/w27137
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Households received $3.12T in stimulus support in April which buttressed against a complete cratering in the domestic consumption economy.  For 
comparison, $3T is roughly half of total annual Retail Sales.  

This Is Now Rearview …. 
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Layoffs Hit the Lowest Income Groups Hardest

11Data Source: Gallup

Survey data from Gallup 
shows 37% of workers in the 
lowest income quintile 
(<$36,000/yr) have been 
laid off. By contrast, 8% of 
workers in the top income 
quintile (>$180,000/yr) 
have been laid off.

Bills now exceed income for 
42% of workers in the 
bottom quintile group, 
necessitating them to tap 
into savings or take on debt.

Finally, just 30% of those 
workers in the bottom 
quintile who were laid off 
were approved for 
unemployment benefits – as 
compared with 37%, 39% 
and 47% of the 2nd, 3rd and 
4th quintiles.
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Quantifying the Relationship – Continued Claims

12Data Source: Federal Reserve, BLS

Here we shift from initial 
jobless claims to continued 
claims, aka insured 
unemployed.
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Quantifying the Relationship – Continued Claims

13Data Source: Federal Reserve, BLS

As before, here we display 
that relationship on a 
regression basis and again 
find a strong positive 
correlation. 

Every 1,000,000 increase in 
continued jobless claims 
has historically produced a 
1.7% increase in the gross 
credit card charge-off rate.

y = 0.0000017x - 0.0900424
R² = 0.7616851
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Seasonally Adjusted

Continued Weekly Unemployment Insurance Claims
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Jobless Claims

15Data Source: Department of Labor

Adding the 29.5mn Total Claims at 
5/23/20 to the Initial Claims and PUA 
Claims for 5/30 and 6/6, we estimate 
total claims at 34.4mn.

Don’t forget about PUA
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A Significant Increase In Charge-offs Coming

16Data Source: Federal Reserve, BLS, HRM Estimates

Pre-Covid 19 Continued Claims stood at 
1.8mn while charge-offs were 3.7%. This 
is depicted in the bright green circle at 
the bottom left of the chart.

The three colored circles in the top right 
of this chart reflect different scenarios 
using claims totals from the previous 
slide. They assume continuing claims 
levels of 20.9mn, 29.5mn and 34.4mn.

The three colored circles within the red 
band reflect the above scenarios, but 
reduced to 42%, based on the paper 
referenced earlier that found 42% of 
these pandemic layoffs will likely 
become permanent based on an historic 
analysis of the share of temp layoffs that 
become permanent.

At the peak of the GFC, charge-off rates 
hit 10.5%. The six scenarios listed here 
would suggest charge-off rates of 14.5%, 
20.4%, 23.8%, 34.4%, 48.5% and 56.6%.
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Latest (June 6) State UI 
(ex-PUA) continuing 
claims number: 
20,929,000

These 3 points 
represent 42% of the 
above 3 scenarios as 
that is the historical 
percentage of 
temporary layoffs 
which become 
permanent.

Total claims listed 
as of 5/23: 
29,504,914

Adding the 29.5mn 
Total Claims at 
5/23/20 to the 
Initial Claims and 
PUA Claims for 
5/30 and 6/6, we 
estimate total 
claims at 34.4mn.
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By Issuer, May 2020

30+ Delinquency Rates
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Latest Management Commentary Conference 05/28/2020

19Data Source: Factset

Purchase volume:

Last Two Weeks of March: -26% Y/Y

First Two Weeks of April: -31% Y/Y

Last Two Weeks of April: -23% Y/Y

First Two Weeks of May: -16% Y/Y

Last Two Weeks of May: -10% Y/Y

Management noted that the rebound 
was occurring across the company’s 
sales platforms. 

Pockets of strength in powersports, 
furniture, and outdoor activities. 

Purchase Volume Rebounding
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Latest Management Commentary Conference 05/28/2020

20Data Source: Factset

Forbearance

April 21st, 2020:

• The company put 800K accounts and 
$1.6B of balances into deferral or 
forbearance status

May 28th, 2020:

• In total, the company has so far put 
1.4M accounts and $2.7 billion of 
balances in deferral or forbearance 
status

• 60% of the accounts were subprime

• 75% of balances have come out of 
deferral status and are making 
payments

Forbearance 
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Latest Management Commentary Conference 05/28/2020

21Data Source: Factset

Receivables Growth

• +2.6% Y/Y in 1Q20

• -2.2% Y/Y in April

• -3.8% Y/Y In May

May 28th, 2020:

• Management cities pre-pandemic 
balance repayment trends (+5-10% Y/Y 
and outpacing purchase volume 
growth) as evidence of strong 
consumer before pandemic started

• Latter part of April, payments up +10% 
which company attributes to stimulus 
package dollars flowing through.

• In May, payments were essentially flat 
while purchase volume growth was 
down, suggesting to management 
that while the receivable balance is 
under pressure, the consumer is 
strong and deploying cash to pay 
down and manage their balances.

Receivables Growth 
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Latest Management Commentary Conference 05/28/2020

22Data Source: Factset

“So I think the message is when you look 
at the consumer today, the consumer 
today is strong, but it is clearly being 
masked and being aided by stimulus, is 
being aided by forbearance. 

We clearly expect that when those two 
fade and the full ramifications come 
through, we will see higher 
delinquencies and higher charge-offs as 
we move later into the year and into 2021 
and most certainly from our view from 
the first quarter, the macroeconomic 
forecast have deteriorated. 

So we will have incremental reserve 
provisioning here in the second quarter 
to deal with that, but the fundamental 
base of the business is trending 
upwards strong, but again clearly 
benefiting from stimulus and 
forbearance.”

The consumer today is strong, but the outlook going forward has become seemingly worse.
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Latest Management Commentary Conference 06/10/2020

24Data Source: Factset

Purchase volume:

Pre-Covid 19:                               +13% Y/Y

Late March / Early April: -30% Y/Y

Last Two Weeks of May: -10% Y/Y

Management flags that the volume 
growth rate is still down around 23% 
from pre-Covid rates of +13%.

Purchase Volume Rebounding
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Latest Management Commentary Conference 06/10/2020

25Data Source: Factset

Forbearance Trends:

Card requests have slowed to 70k/week 
at end of May from 175k/week at end of 
March.

Similarly, Auto requests have slowed to 
35k/week from 125k/week.

As of April 17th, 1% of card accounts and 
2% of card balances were in forbearance. 
At the same point, 9% of auto accounts 
and 11% of auto balances were in 
forbearance.

As the end of May, card was at 2% and 
3%, respectively, of accounts and 
balances. Meanwhile, auto was at 13% 
and 15%, respectively.

Roughly half the cumulative enrollments 
in Domestic Card and Auto have made a 
payment.

Forbearance Programs
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Latest Management Commentary Conference 06/10/2020

26Data Source: Factset

Losses & Reserves:

• Tough time to estimate losses

• Unemployment rate is higher than 
what was assumed in Q1 loss 
reserving

• Credit results so far have been better 
than expected and yet to show 
adverse effects of Covid-19. This is due 
to government stimulus and 
forbearance programs.

• Don’t know how long the favorable 
impacts of stimulus and forbearance 
will last.

• Expect Q2 allowance to include less 
assumed benefit.

• If Q2 reserves were being set today, 
they would show a healthy build.

Losses & Reserves
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Latest Management Commentary Conference 06/9/2020

28Data Source: Factset

Purchase volume:

Late March / Early April: -30% Y/Y

Last Two Weeks of May: -12-13% Y/Y

Seeing states reopening generating 4-5% 
higher Y/Y sales than states that remain 
closed.

Travel is still down 80% Y/Y but 
recovering off the lows of being down 
100%+.

Purchase Volume Rebounding
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Latest Management Commentary Conference 06/9/2020

29Data Source: Factset

Forbearance:

Forbearance enrollments for card were 
$670mn/week in early April but just 
$64mn/week by end of May

As of June 7, 2020, $3.3 billion or 4.7% of 
credit card receivables have been 
enrolled in the Skip-a-Pay program, up 
from $2.4 billion or 3.25% reported at 
the end of 1Q20. Of the $3.0 billion, 30% 
has been enrolled in a second month of 
the Skip-a-Pay program.

Forbearance
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Latest Management Commentary Conference 06/9/2020

30Data Source: Factset

Reserves:

The 9% unemployment rate assumption 
used in Q1 is probably too low for Q2.

Likely there will be a reserve building in 
Q2 that is similar to that seen in Q1.

The spike in unemployment is less 
important than the ultimate duration of 
that spike.

Reserve Build
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Latest Management Commentary Conference 05/28/2020

32

Management indicated that spending has bounced back to down mid-30s, which is about a 10 percentage point 
improvement over the mid-40s decline seen in April, with the recovery being led by non-T&E spend.

Data Source: Hedgeye Estimates

Spending

04/24/2020:
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Latest Management Commentary Conference 05/28/2020

33Data Source: Hedgeye Estimates

• Restaurant spending was down to a 
low of -80% y/y in April and has 
recovered to down -70% y/y as of 
05/28/2020

• Lodging spend has improved from an 
April low of down -90% y/y to down -
85% y/y as of 05/28/2020.

• Management expects restaurants and 
lodging to come back slow and steady

• Meanwhile, Amex holds the view that 
it will likely take three years for the 
airline industry to return to its pre-
pandemic state, and even then it will 
be at reduced capacity of 15 to 20%. 

• Amex expects domestic travel to 
help airlines while remaining 
bearish on cross-border travel and 
business travel over the near-to-
intermediate term.

T&E Detail
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Latest Management Commentary Conference 05/28/2020

34Data Source: Hedgeye Estimates

Forbearance

April 24th, 2020:

• The company put 845K accounts and 
$8.5B of balances into deferral or 
forbearance status

May 28th, 2020:

• 500K accounts and $5 billion of 
balances remain in deferral or 
forbearance status

• Two thirds of the 345K accounts are 
now current and paying their bills

• Of the remaining third, some accounts 
have gone delinquent. 

• Others have enrolled in the company’s 
shorter-term hardship program of 12 
months or its longer-term programs.

Forbearance / Credit 
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Latest Management Commentary Conference 05/28/2020
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Another big reserve expected for 2Q, in the neighborhood of the $1.7 build taken in 1Q20, while management taking a 
quarter-by-quarter approach into the latter half of the year and beyond.

Data Source: Hedgeye Estimates

Credit / Reserving 
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Latest Management Commentary Conference 05/28/2020

36Data Source: Hedgeye Estimates

U.S. Card Member Loans

• -2.5% Y/Y in 1Q20

• -11.5% Y/Y in April

• -13.2% Y/Y In May

May 28th, 2020:

• Management notes that while it is 
indeed tightening lending, transactor
loss is having a larger impact on the 
balance of U.S. card member loans

Receivables Growth 
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