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Key takeaways

* A mix of events in recent weeks have further sharpened market participants’ focus on the
financial health of the U.S. consumer. These trends are important to monitor for two reasons, in
our view. First and foremost is the relevance to overall economic activity, as consumer spending
represents two-thirds of U.S. GDP. Second is the opportunity to drive increased dispersion in
fundamentals and performance across liquid and private credit markets, as some consumer
cohorts (i.e., younger and lower-income) are continuing to experience outsized pressure.

* Recent developments related to the U.S. consumer are consistent with the somewhat more
challenging growth-inflation mix we have been expecting since early April. Moreover, the
softening in aggregate consumer fundamentals and the moderation in economic activity are
taking place following a period of above trend growth, which was in place in 2023-2024. This,
combined with supportive supply and demand technicals, as well as solid fundamentals, still
leaves us comfortable selectively moving down in quality within the credit market to capture
incremental yield — a view we have held since April 10th.

* Forthe past few months, our base case has been that the next Federal Reserve rate cut of this
cycle — and the first of 2025 — would occur in 4Q2025. The signs of labor market weakening
evident in the July nonfarm payrolls report, coupled with this week’s relatively benign CPI
inflation data, have increased the probability of a rate cut in September, in our view. That said, as
outlined within, we believe the drivers of the next rate cut are more important than the timing.

* Chair Powell’s commentary at the upcoming Jackson Hole Economic Policy Symposium may
provide incremental insight on how the FOMC is weighing the risks to its dual mandate of price
stability and maximum employment.

Exhibit 1: Student loan delinquencies have inflected higher, following grace period expiration
Percent of balance 90+ days delinquent, by loan type
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Source: New York Fed Consumer Credit Panel/Equifax, BlackRock. As of 2Q2025 (most recent as of August 11, 2025). The Other
category includes Consumer Finance (sales financing, personal loans) and Retail (clothing, grocery, department stores, home
furnishings, gas etc.) loans.
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More focus on the U.S. consumer

A mix of events in recent weeks have further sharpened market participants’ focus on the financial health
of the U.S. consumer, including:

* the weaker than anticipated July non-farm payrolls report — which included downward revisions to
prior months, but an unemployment rate (4.2%) that remains low by historical standards (due to lower
labor supply);

* the New York Fed’s most recent data on U.S. consumers’ debt balances — which highlighted an
ongoing trend of normalizing (higher) delinquency rates, to levels closer to the pre-pandemic period
(Exhibit 2);

+ several earnings reports from the Consumer Discretionary sector — which flagged more selective
spending from the lower-income consumer cohort (although there were some exceptions)

In this Global Credit Weekly, we unpack each of these factors. In our view, these developments are
consistent with the somewhat more challenging growth-inflation mix we have been expecting since early
April. Moreover, the softening in aggregate consumer fundamentals and the moderation in economic
activity are taking place following a period of above trend growth, which was in place in 2023-2024.

This, combined with supportive supply and demand technicals, as well as solid fundamentals, leaves us
comfortable selectively moving down in quality within the credit market to capture incremental yield — a
view we have held since April 10t. Since that time, the total return on the Bloomberg USD HY index is
7.08%, compared to 5.03% for USD IGL.

The relevance for corporate credit investors

Trends related to the U.S. consumer are important to monitor for two reasons, in our view. First and
foremost is the relevance to overall economic activity, as consumer spending represents two-thirds of U.S.
GDP.

Second is the opportunity to drive increased dispersion in fundamentals and performance, across liquid
and private credit markets, as some consumer cohorts are continuing to experience outsized pressure. For
this reason, sector and issuer selection, company specific characteristics, and solid underwriting should
gain increased importance in an environment where the consumer remains bifurcated.

Exhibit 2: Delinquent debt balances are back to pre-pandemic levels
Total debt balances for U.S. consumers, and the percentage in delinquent status
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Source: New York Fed Consumer Credit Panel/Equifax, Blackrock. As of 2Q2025 (most recent as of August 11, 2025).

1 As of August 12, 2025. The figures shown relate to past performance. Past performance is not a reliable indicator of current or
future results. Index performance returns do not reflect any management fees, transaction costs, or expenses. Indices are
unmanaged, and one cannot invest directly in an index.
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The next Fed rate cut: drivers are more important than timing

For the past few months, our base case has been that the next Fed rate cut of this cycle — and the first of
2025 - would occur in 4Q2025. The signs of weakening in the labor market evident in the July nonfarm
payrolls report (Exhibit 3), coupled with this week’s relatively benign CPI inflation reading, have increased
the probability of a rate cut in September, in our view.

Chair Powell’s commentary at the upcoming Jackson Hole Economic Policy Symposium (August 21-23)
may provide incremental insight on how the FOMC is weighing the risks to its dual mandate of price
stability and maximum employment (Exhibit 4). We will be watching for any departure from the messaging
at the July 30t FOMC press conference, where Chair Powell placed more emphasis on the unemployment
rate (which remains low by historical standards) vs. the pace of job creation.

That said, the drivers of the next rate cut are more important than the timing, in our view. Further
normalization of the monetary policy rate (above and beyond the 100bp of cuts already delivered for this
cycle) driven by moderating inflation would be the most supportive outcome for risk assets. Cutting rates
into accommodative territory because of a sharp deterioration in the labor market would be a much less
constructive outcome for risk assets, in our view.

Exhibit 3: The July payrolls report included sharp downward revisions to May and June 2025
Monthly change in U.S. nonfarm payrolls and the three-month moving average pace of job creation
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Source: BlackRock, Bloomberg, Bureau of Labor Statistics. Captures data through July 31, 2025 (most recent available).

Exhibit 4: Monitoring tension in the Fed’s dual mandate
U-3 U.S. unemployment rate (%) seasonally adjusted, and year-over-year U.S. Core PCE inflation (%)
seasonally adjusted, RHS
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Source: Bureau of Labor Statistics, Bureau of Economic Analysis, BlackRock. Captures data through July 31, 2025 for the
unemployment rate and June 30, 2025 for core PCE inflation (both most recent available as of August 13, 2025).
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The U.S. consumer: bifurcation is increasingly evident

The New York Fed’s most recent data on U.S. consumers’ debt balances highlighted an ongoing trend of
normalizing (higher) delinquency rates to levels closer to the pre-pandemic period (Exhibit 2).

The increase in delinquency rates which began in 1Q2025 - and extended into 2Q2025 - was largely
driven by the expiration of the grace period on federal student loan payments in late 2024. As Exhibit 1
illustrates, 10.2% of aggregate student debt was reported as 90+ days delinquent as of 2Q2025.

While bifurcation among income cohorts in the U.S. consumer is not a new concept (Exhibit 5), we
continue to believe that it matters more in the current market backdrop of higher interest rates and home
price appreciation. For example, consumers in a net borrower position are encountering higher debt
service costs while not participating in gains from home ownership over the past few years.

Student loans represent 28% of aggregate debt balances for the 18- to 29-year-old cohort of U.S.
consumers (Exhibit 6). This helps explain, in our view, why delinquency rates for this age cohort have
further decoupled from other age groups in recent quarters (Exhibit 7).

Exhibit 5: Home ownership - and spending contributions - vary across income cohorts
U.S. annual aggregate expenditures by consumer income quintile, and the share of consumers in each
cohort that are homeowners (RHS)
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Source: BlackRock, U.S. Bureau of Labor Statistics Consumer Expenditure Survey (September 2024, most recent available).
Exhibit 6: Student loans represent 28% of younger consumers’ total debt balances
Debt balances by type and age
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Source: New York Fed Consumer Credit Panel/Equifax, BlackRock. As of 2Q2025 (most recent as of August 11, 2025).
FOR QUALIFIED, PROFESSIONAL, INSTITUTIONAL AND WHOLESALE INVESTORS/ PROFESSIONAL CLIENTS ONLY | NOT FOR PUBLIC
DISTRIBUTION
5

GPDHO0825E/M-4731581-5/11


https://www.newyorkfed.org/medialibrary/interactives/householdcredit/data/pdf/HHDC_2025Q2

Exhibit 7: Younger consumers are generating higher delinquency rates
Percentage of balance transitioning into serious (90+ day) delinquency, by age cohort. Based on a four-
quarter moving sum.
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Source: New York Fed Consumer Credit Panel/Equifax, BlackRock. As of 2Q2025 (most recent as of August 11, 2025).

This underscores the trend of bifurcation and dispersion we have been highlighting for the past several
quarters — and has direct implications for credit investors given the different customer end markets served
by various sectors.

We are closely monitoring the ‘feedback loop’ between corporate profit margins, the labor market,
consumer spending, and overall economic activity. A key downside risk is the potential for sustained
downward pressure on profit margins (from higher input costs, for example), which would likely increase
the risk that corporations use layoffs more aggressively to protect profitability. An increase in layoffs,
coupled with the current low hiring rate, could result in broad-based weakness in consumer spending (as
it may take longer for laid-off workers to find employment and restore their income).

Exhibit 8: Consumer exposures vary across rating and region cohorts in credit markets
Market value percentage weightings of the Bloomberg USD and EUR I1G and HY Corporate indices

Banking 23.0 31.5 0.2 6.5
Consumer Non-Cyclical 15.0 13.0 11.5 13.0
Electric / Natural Gas / Other Utility 9.6 9.1 3.0 6.7
Technology 9.6 3.0 7.7 2.6
Communications 7.3 6.7 15.6 19.6
Energy 7.2 3.0 10.6 1.5
Consumer Cyclical 71 9.2 19.3 22.7
Capital Goods / Other Industrial 6.0 5.5 11.8 10.0
Insurance 4.9 5.0 3.0 1.0
REITs 2.7 2.9 21 0.7
Basic Industry 2.5 2.6 6.4 5.2
Transportation 21 3.6 2.2 4.5
Finance Companies / Other Financial 1.6 3.8 5.4 5.7
Brokerage / Asset Managers / Exchanges 1.5 0.9 1.2 0.4
Local Authority 0.0 0.1 0.0 0.0

Source: Bloomberg, BlackRock. As of August 13, 2025.
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That said, we are also attuned to the opportunity cost of being too defensive (and under-risked) in this
environment. Indeed, after a volatile start to 2Q2025, a wide range of risk assets staged an impressive
recovery through the remainder of the quarter — and this has extended into 3Q2025, with some U.S. equity
markets reaching new all-time highs and credit spreads trading at the low-end of the post global
financing crisis range.

Exhibits 9 and 10 show 12-month trimmed mean EBITDA margins for borrowers in the Bloomberg USD IG
and HY Corporate indices. Notably, margins for borrowers in the USD IG index have grown over time and
remain comfortably above longer-term historical averages. Levels for borrowers in the USD HY index have
remained more range-bound and are broadly in line with historical averages.

Exhibit 9: EBITDA margins have improved over time for the USD IG Corporate Index...
Trailing 12-month trimmed mean EBITDA margins for the Bloomberg USD IG Corporate Index, and the A
and BBB rating cohorts
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Source: Bloomberg Intelligence, BlackRock. As of 1Q2025 (most recent available as of August 13, 2025). Trimmed mean metrics
exclude the top 10% and bottom 10% of observations.

Exhibit 10: ...while EBITDA margins for the USD HY Index remain in line with averages
Trailing 12-month trimmed mean EBITDA margins for the Bloomberg USD HY Corporate Index, and the BB
and B rating cohorts
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Source: Bloomberg Intelligence, BlackRock. As of 1Q2025 (most recent available as of August 13, 2025). Trimmed mean metrics
exclude the top 10% and bottom 10% of observations.
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publicly available information about the securities in Chile. The securities shall not be subject to public offering in Chile unless
registered with the relevant registry of the CMF.

IN MEXICO, FOR INSTITUTIONAL AND QUALIFIED INVESTORS USE ONLY. INVESTING INVOLVES RISK, INCLUDING POSSIBLE
LOSS OF PRINCIPAL. THIS MATERIAL IS PROVIDED FOR EDUCATIONAL AND INFORMATIONAL PURPOSES ONLY AND DOES NOT
CONSTITUTE AN OFFER OR SOLICITATION TO SELL ORA SOLICITATION OF AN OFFER TO BUY ANY SHARES OF ANY FUND OR
SECURITY. This information does not consider the investment objectives, risk tolerance or the financial circumstances of any specific
investor. This information does not replace the obligation of financial advisor to apply his/her best judgment in making investment
decisions or investment recommendations. It is your responsibility to inform yourself of, and to observe, all applicable laws and
regulations of Mexico. If any funds, securities or investment strategies are mentioned or inferred in this material, such funds,
securities or strategies have not been registered with the Mexican National Banking and Securities Commission (Comision Nacional
Bancaria y de Valores, the “CNBV”) and thus, may not be publicly offered in Mexico. The CNBV has not confirmed the accuracy of any
information contained herein. The provision of investment management and investment advisory services (“Investment Services”) is a
regulated activity in Mexico, subject to strict rules, and performed under the supervision of the CNBV. These materials are shared for
information purposes only, do not constitute investment advice, and are being shared in the understanding that the addressee is an
Institutional or Qualified investor as defined under Mexican Securities (Ley del Mercado de Valores). Each potential investor shall
make its own investment decision based on their own analysis of the available information. Please note that by receiving these
materials, it shall be construed as a representation by the receiver that it is an Institutional or Qualified investor as defined under
Mexican law. BlackRock México Operadora, S.A. de C.V., Sociedad Operadora de Fondos de Inversion (“BlackRock México Operadora”)
is a Mexican subsidiary of BlackRock, Inc., authorized by the CNBV as a Mutual Fund Manager (Operadora de Fondos), and as such,
authorized to manage Mexican mutual funds, ETFs and provide Investment Advisory Services. For more information on the
Investment Services offered by BlackRock Mexico, please review our Investment Services Guide available in www.blackrock.com/mx.
This material represents an assessment at a specific time and its information should not be relied upon by the you as research or
investment advice regarding the funds, any security or investment strategy in particular. Reliance upon information in this material is
atyour sole discretion. BlackRock México is not authorized to receive deposits, carry out intermediation activities, or act as a broker
dealer, or bank in Mexico. For more information on BlackRock México, please visit: www.blackRock.com/mx. BlackRock receives
revenue in the form of advisory fees for our advisory services and management fees for our mutual funds, exchange traded funds and
collective investment trusts. Any modification, change, distribution or inadequate use of information of this documentis not
responsibility of BlackRock or any of its affiliates. Pursuant to the Mexican Data Privacy Law (Ley Federal de Proteccion de Datos
Personales en Posesion de Particulares), to register your personal data you must confirm that you have read and understood the
Privacy Notice of BlackRock México Operadora. For the full disclosure, please visit www.blackRock.com/mx and accept that your
personal information will be managed according with the terms and conditions set forth therein.

In Peru, this private offer does not constitute a public offer, and is not registered with the Securities Market Public Registry of the
Peruvian Securities Market Commission, for use only with institutional investors as such term is defined by the Superintendencia de
Banca, Seguros y AFP.

This material is for distribution to Professional Clients (as defined by the Financial Conduct Authority or MiFID Rules) only and
should not be relied upon by any other persons.

In the UK and Non-European Economic Area (EEA) countries: this is Issued by BlackRock Investment Management (UK) Limited,
authorised and regulated by the Financial Conduct Authority. Registered office: 12 Throgmorton Avenue, London, EC2N 2DL. Tel: + 44
(0)20 7743 3000. Registered in England and Wales No. 02020394. For your protection telephone calls are usually recorded. Please
refer to the Financial Conduct Authority website for a list of authorised activities conducted by BlackRock.

In the European Economic Area (EEA): This document is marketing material. This is Issued by BlackRock (Netherlands) B.V. and is
authorised and regulated by the Netherlands Authority for the Financial Markets. Registered office Amstelplein 1, 1096 HA,
Amsterdam, Tel: 020 - 549 5200, Tel: 31-20-549-5200. Trade Register No. 17068311 For your protection telephone calls are usually
recorded.

In Switzerland: This document shall be exclusively made available to, and directed at, qualified investors as defined in Article 10 (3) of
the CISA of 23 June 2006, as amended, at the exclusion of qualified investors with an opting-out pursuant to Art. 5 (1) of the Swiss
Federal Act on Financial Services ("FinSA"). For information on art. 8 / 9 Financial Services Act (FinSA) and on your client
segmentation under art. 4 FinSA, please see the following website: www.blackrock.com/finsa.
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In Israel: BlackRock Investment Management (UK) Limited is not licenced under Israel's Regulation of Investment Advice, Investment
Marketing and Portfolio Management Law, 5755-1995 (the “Advice Law”), nor does it carry insurance thereunder.

In the DIFC: This document is intended strictly for Professional Clients as defined under the Dubai Financial Services Authority
(“DFSA™) Conduct of Business (COB) Rules. Blackrock Advisors (UK) Limited -Dubai Branch is a DIFC Foreign Recognised Company
registered with the DIFC Registrar of Companies (DIFC Registered Number 546), with its office at Unit L15 - O1A, ICD Brookfield
Place, Dubai International Financial Centre, PO Box 506661, Dubai, UAE, and is regulated by the DFSA to engage in the regulated
activities of ‘Advising on Financial Products’ and ‘Arranging Deals in Investments’ in or from the DIFC, both of which are limited to
units in a collective investment fund (DFSA Reference Number FOOO738).

In Saudi Arabia, This document is intended for Institutional and Qualified Clients (as defined by the Capital Market Authority) only
and should not be relied upon by any other persons. BlackRock Saudi Arabia, authorised and regulated by the Capital Market
Authority (License Number 18- 192-30). Registered office: 7976 Salim Ibn Abi Bakr Shaikan St, 2223 West Umm Al Hamam District
Riyadh, 12329 Riyadh, Kingdom of Saudi Arabia, Tel: +966 11 838 3600. CR No, 1010479419. For your protection telephone calls are
usually recorded. Please refer to the Capital Market Authority website for a list of authorised activities conducted by BlackRock Saudi
Arabia. Inthe UAE: This document is intended strictly for Exempt Professional Investors.

In the State of Qatar and the Qatar Financial Centre (QFC): This document is intended strictly for sophisticated institutions.

In Kuwait: This document is intended strictly for sophisticated institutions that are ‘Professional Clients’ as defined under the Kuwait
Capital Markets Law and its Executive Bylaws.

The information contained in this document, does not constitute and should not be construed as an offer of, invitation or proposal to
make an offer for, recommendation to apply for or an opinion or guidance on a financial product, service and/or strategy. Whilst great
care has been taken to ensure that the information contained in this document is accurate, no responsibility can be accepted for any
errors, mistakes or omissions or for any action taken in reliance thereon. You may only reproduce, circulate and use this document (or
any part of it) with the consent of BlackRock Investment Management (UK). The information contained in this document is for
information purposes only. It is not intended for and should not be distributed to, or relied upon by, members of the public.

The information contained in this document, may contain statements that are not purely historical in nature but are “forward-looking
statements”. These include, amongst other things, projections, forecasts or estimates of income. These forward-looking statements
are based upon certain assumptions, some of which are described in other relevant documents or materials. If you do not understand
the contents of this document, you should consult an authorised financial adviser. Any research in this document has been procured
and may have been acted on by BlackRock for its own purpose. The results of such research are being made available only
incidentally. The views expressed do not constitute investment or any other advice and are subject to change. They do not necessarily
reflect the views of any company in the BlackRock Group or any part thereof and no assurances are made as to their accuracy. Any
opinions, forecasts represent an assessment of the market environment at a specific time and is not intended to be a forecast of
future events or a guarantee of future results. This information should not be relied upon by the reader as research, investment advice
or a recommendation. This document is for information purposes only and does not constitute an offer or invitation to anyone to
invest in any BlackRock funds and has not been prepared in connection with any such offer. If you are an intermediary or third-party
distributor, you must only disseminate this material to other Professional Investors as permitted in the above-specified jurisdictions
and in accordance with applicable laws and regulations. Certain information contained herein has been obtained from published
sources and from third parties, including without limitation, market forecasts, internal and external surveys, market research, publicly
available information and industry publications. In addition, certain information contained herein may have been obtained from
companies in which investments have been made by entities affiliated with BlackRock. Although such information is believed to be
reliable for the purposes used herein, neither the Fund nor BlackRock assumes any responsibility for the accuracy or completeness of
such information. Reliance upon information in this material is at the sole discretion of the reader. Certain information contained
herein represents or is based upon forward-looking statements or information. BlackRock and its affiliates believe that such
statements and information are based upon reasonable estimates and assumptions. However, forward-looking statements are
inherently uncertain, and factors may cause events or results to differ from those projected. Therefore, undue reliance should not be
placed on such forward-looking statements and information.

© 2025 BlackRock, Inc. or its affiliates. All Rights Reserved. BLACKROCK,BLACKROCK SOLUTIONS, iSHARES, BUILD ON
BLACKROCK and SO WHAT DO | DO WITH MY MONEY are trademarks of BlackRock, Inc. or its affiliates. All other trademarks are
those of their respective owners.
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