
Executive Summary
•	 American consumers have been remarkably resilient since 2019. One of the primary reasons is the tremendous rise in household net worth 

that has occurred over the last five years. In this piece, we focus on the concept of household net worth, its distribution across income cohorts, 
historical comparisons, and what it might mean for the future state of the U.S. consumer.

•	 A breakdown of the data by income quintiles shows a wealth concentration in the top 20% of U.S. households, who are much more likely to own 
stocks or a home and are less sensitive to rising interest rates.

•	 The primary impact of a rise in household net worth is on consumer confidence, as households feel more financially secure—a dynamic known as 
the “wealth effect.” We are monitoring key risks that might cause the cycle to invert, including geopolitical uncertainty, the upcoming U.S. election, 
and the evolution of the labor market.

•	 We also see mitigating factors that would likely make any slowdown shallow, including the Fed’s ability and willingness to ease monetary policy to 
preserve the health of the labor market, and strong household balance sheets.

•	 A shallow economic slowdown could create near-term market volatility. Despite the uncertainty in this environment, the foundations of the 
economy remain solid, productivity is expected to keep improving, and artificial intelligence (AI) and other technological breakthroughs are only in 
their nascent stages. 

•	 We therefore reiterate the importance of staying invested through market volatility, and believe that a disciplined, diversified investment 
approach—one anchored in strategic asset allocation and augmented by tactical asset allocation nimbleness—is most prudent for helping 
investors to achieve their long-term financial goals.
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The Household Wealth Effect – From Wall 
Street to Main Street

The U.S. consumer has been an exceptional driver of economic growth since 2020, 
defying expectations that household consumption would eventually succumb to 
higher interest rates and to the erosion of purchasing power. Since January 2021, 
personal consumption expenditures (which account for two-thirds of total Gross 
Domestic Product [GDP]) have grown at an 8.4% annualized rate, compared to a 
3.9% annualized rate between 2010 and 2019. Even after adjusting for inflation, 
personal spending has risen 3.8% annualized since 2021, compared to 2.4% 
between 2010 and 2019. 

There are several dynamics that have allowed U.S. households to better withstand 
inflationary pressures:

•	 Unusually large savings accumulated during the pandemic, which provided 
consumers with an important buffer to partially offset the sharp rise in prices 
of goods and services.

•	 A strong labor market that has supported robust income growth. We view 
continued employment growth as crucial to the health of the U.S. consumer 
going forward. 

•	 A tremendous rise in household net worth, measured as the sum of financial 
and non-financial assets (homes, cars, stocks, bonds, cash, etc.) held by U.S. 
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households, net of all liabilities including mortgages and credit card debt. 
Federal Reserve (Fed) data shows that U.S. households, in aggregate, are 12% 
wealthier than they were two years ago, and 40% wealthier than they were at 
the end of 2019.

In this FocusPoint, we delve into the concept of household net worth, how it is 
distributed across different income cohorts, how current levels compare to history, 
and what it all means for the future state of the U.S. consumer. 

Share of financial and 
non-financial assets 
owned by households, by 
income quintile.

FIGURE 1

Source: Federal Reserve, TIAA Wealth Chief Investment Office. Data through 6/30/2024.

The solid increase in net worth since 2019 has been driven by strong price 
performance across several financial and non-financial assets, from equities to 
real estate, and including “liquid” assets (bank deposits and money market fund 
holdings) that were boosted by fiscal stimulus directly targeted at supporting 
household consumption during the pandemic. However, a breakdown of the data by 
income quintiles (Figure 1) shows that the majority of this positive impulse is likely 
to be concentrated in the top 20% of U.S. households, who are much more likely to 
own stocks or a home. 

This has created a more bifurcated economy where higher-income households 
have benefitted from the sharp rise in financial (like stocks) and non-financial 
(like housing) asset prices. At the same time, these households have been less 
sensitive to higher interest rates as 70% of all outstanding mortgages originated at 
fixed rates lower than 5% (the average effective mortgage rate in the U.S. was still 
3.9% as of Q2 2024). On the other hand, households with a smaller exposure to 
investment and residential holdings, and more reliance on debt with floating rates 
such as credit card and auto loans, have been more vulnerable. This is also evident 
in the distribution of “liquid” assets, which have grown by 5% for households in the 
bottom 60% of the income distribution and 13% for households in the top 20% of 
the income distribution since the end of 2019, after accounting for inflation. 

The distribution of household 
net worth
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Given that households in the top two quintiles of the income distribution control 
85% of all household net worth in the U.S. and account for 62% of household 
consumption (Figure 2), a growing net worth that is now equal to more than 6 
times total personal income (Figure 3) has increasingly become a key driver of 
household consumption over time. However, a historical comparison shows why 
this standalone metric holds little predictive power and is better characterized 
as a “coincident” economic indicator that reflects the performance of financial 
and non-financial assets owned by households over a certain timeframe. In fact, 
the 12% growth in net worth between Q2 2022 and Q2 2024 is similar to what 
occurred on average in the two years leading up to the four recessions that have 
occurred since 1988. Moreover, the elevated price inflation that has prevailed 
since 2021 has eroded more than half of this growth, so that inflation-adjusted net 
worth has grown by less than it did on average in past episodes (Figure 4). 

Households income, 
spending and net worth 
by income quintile.

FIGURE 2

The wealth effect

Source: Bureau of Economic Analysis, Bureau of Labor Statistics, Federal Reserve,
TIAA Wealth Chief Investment Office. Data through 6/30/2024.

Net worth as a percentage 
of personal income.

FIGURE 3
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Source: Bureau of Economic Analysis, Federal Reserve, TIAA Wealth Chief Investment Office. Data through 6/30/2024.
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Nominal and inflation-
adjusted household 
net worth: a historical 
comparison.

FIGURE 4

The primary impact of a rise in household net worth is on consumer confidence, 
as households feel more financially secure—a dynamic known as the “wealth 
effect.” Higher asset prices lead to stronger confidence, which in turn drives 
robust consumption, surging corporate revenue and earnings, and therefore even 
higher asset prices, creating a virtuous cycle. Past experience demonstrates 
that this sequence can be interrupted by unexpected developments that reverse 
the self-reinforcing mechanism described above. From extreme events like the 
Great Financial Crisis (2007), the Dotcom bubble (2000) or the Covid pandemic 
(2020), to more textbook economic slowdowns (1990/’91), triggers that lead to 
lower asset prices can reverse the cycle. Reduced or stagnant net worth causes 
a drop in confidence, weaker consumption and corporate earnings, rising layoffs, 
and hence more market volatility. 

We therefore focus on monitoring those risks that could weaken the wealth effect 
in the current environment:

1.	 Geopolitics are top of mind given escalating tensions in the Middle East. 
The war between Israel and Hamas has already extended to Lebanon and 
Hezbollah, a key military proxy for Iran. If the conflict ever extends to Iran 
itself, global ramifications could become some significant. Iran produces 
around 3.2 million barrels of crude oil per day, or ~3% of global production. 
While member countries of the Organization of Petroleum Exporting 
Countries (OPEC) should have enough spare capacity to offset a partial or 
total loss of Iranian oil supply, a broadening conflict in the Middle East would 
very likely cause a sharp rise in oil prices, with direct ramifications to gasoline 
prices as well as consumer and business sentiment. This being said, the U.S. 
economy has progressively become less sensitive to changes in oil prices over 
the past two decades. The amount of energy consumed to produce one dollar 
of GDP, defined as energy intensity of the economy, has more than halved 
since the 1970s (Figure 5). 
 
When assessing the geopolitical landscape, a key and potentially much more 
disruptive risk is also represented by a Chinese invasion of Taiwan, where 
60% of the world’s semiconductors are produced. However, this event seems 
unlikely in the near-term.  
 

Source: Federal Reserve, TIAA Wealth Chief Investment Office. Data through 6/30/2024.
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Energy intensity of the 
U.S. Economy, measured 
as energy consumption 
per unit of GDP.

FIGURE 5

Source: U.S. Energy Information Administration, TIAA Wealth Chief Investment Office. Data through 3/31/2022.

2.	 As we discussed in our October issue of CIO Perspectives “Electionomics,” the 
outcome of the upcoming U.S. election could alter the fundamental picture in 
a few different ways.

• 	 Former President Trump has been vocal about his plans to impose 
a 60% tariff on all Chinese goods imported into the U.S., and a 10% 
blanket tariff on all other imported goods. Escalating trade tensions 
could have far-reaching consequences, from higher market volatility to 
a spike in consumer prices, to lower corporate profit margins. Given the 
broad latitude at the President’s disposal to enact trade tariffs without 
congressional approval, we are particularly attuned to this risk. 

• 	 Both Republican and Democratic economic agendas, if enacted in their 
current proposed forms, could cause a material rise in the national 
debt, beyond what is already projected by the Congressional Budget 
Office. As we discussed here and here, the dominant role of U.S. capital 
markets globally reduces the risk of a debt crisis. However, the lack of 
fiscal discipline could eventually engender considerable interest rate and 
market volatility. 

• 	 Vice President Harris is proposing a range of higher tax rates for higher-
income individuals, corporations, and capital gains. Higher taxes would 
directly impact consumer and business sentiment, disposable income, 
and corporate earnings. Many provisions of the Tax Cuts and Jobs Act 
(TCJA) that lowered taxes for all households in 2017 are set to expire at 
the end of 2025, making it more likely that taxes could increase at least 
for higher-income individuals. 
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https://www.tiaa.org/public/pdf/tiaa-cio-newsletter-october-2024.pdf
https://www.tiaa.org/public/pdf/d/deficitsanddebt_July2024.pdf
https://www.tiaa.org/public/pdf/u/USDollar-AliveandWell_Sept2024.pdf
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3.	 The labor market could continue to soften even in the absence of a specific 
catalyst, especially if restrictive rates continue to pressure small businesses 
and falling hiring intentions give way to rising layoffs. However, this has not 
happened so far, and there are several reasons to believe that any “garden-
variety” economic slowdown—one not caused by an exogenous shock—would 
be relatively shallow:

• 	 The Fed’s decision to cut the policy rate by 50 basis points (bps) in 
September underlines the committee’s determination to protect the labor 
market. With the Fed Funds rate still elevated (4.75% - 5% range), the 
Fed has plenty of room to ease monetary policy in response to any further 
weakening of labor market conditions. 

• 	 After recovering from the depths of the Covid pandemic, employment in 
the U.S. is just slightly above the long-term trend compared to the peaks 
in 2000 and 2007, when non-farm payrolls were 5 million jobs or more 
above trend (Figure 6). This implies that businesses are unlikely to view 
headcount as excessive, which should limit any job losses. 

• 	 Household debt has fallen sharply as a percentage of GDP since 2008 
(when it was ~100% of GDP), and it now stands at ~70%. In addition, 
households pay less than 10% of their disposable income to cover debt 
payments, down from almost 14% in 2008. In other words, it is less likely 
that U.S. consumers would have to drastically change spending habits to 
face mounting debt payments. 

• 	 Banks are extremely well capitalized. The Fed runs a strict and 
comprehensive stress test every year to see how U.S. depository 
institutions would fare under a severely adverse scenario, and the results 
show a resilient banking system (with some vulnerabilities among small 
and regional banks). As a result, banks are well equipped to keep the 
credit tap for consumers open through a slowdown.  

• 	 Finally, while the housing market was oversupplied and overleveraged 
in 2007, the opposite is true today. At the end of 2007, almost 3% of all 
homes in the U.S. were vacant, and there were almost 4 million homes on 
the market. Today, the vacancy rate is 0.9%, and the inventory of homes 
for sale is only 1.35 million units. Finally, the share of total outstanding 
mortgages that have adjustable rates and are therefore vulnerable to 
the sharp rise in interest rates since 2022 is less than 5%, down from 
more than 30% in 2006. All considered, we don’t see the conditions for a 
material drop in home prices. 
 
 A shallow economic slowdown could create some market volatility, especially 

given that both equity valuations and credit spreads are more expensive than 90% 
of all historical observations going back almost 40 years. This could make financial 
assets relatively more vulnerable to a less supportive economic backdrop and 
impair the wealth effect, but not engender durable weakness, given the healthy 
fundamental backdrop described above. 
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A resilient labor market and healthy U.S. household consumption, coupled with 
the Fed’s proactiveness in normalizing monetary policy from restrictive levels, 
are driving the steady rise in asset prices, which is in turn boosting the wealth 
effect. We are monitoring key risks to this important dynamic given our view that 
consumers are ultimately reliant on the health of the labor market, with higher 
net worth functioning as a complement rather than a supplement to income 
growth. Geopolitics, the upcoming U.S. election, and the evolution of employment 
conditions are top of mind for us. 

That said, in this environment where the foundations of the economy are solid, 
productivity (a key element of long-term economic growth) is expected to keep 
improving, and artificial intelligence and other technological breakthroughs are 
only in their nascent stages, we reiterate the importance of staying invested 
through market volatility. We recommend a disciplined and diversified strategic 
asset allocation approach focused on achieving long-term goals, as well as a 
prudent tactical allocation approach designed to provide nimbleness during 
periods of uncertainty and any changes to our baseline outlook. 

 

Conclusions

Non-farm payrolls relative 
to the long-term trend.

FIGURE 6
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Labor market conditions, 
even after softening over 
the past few months, 
remain more robust 
than historical averages, 
supporting income 
growth. At the same 
time, households have 
significantly reduced their 
indebtedness since 2007 
and spend much less of 
their disposable income 
to service debt payments. 
The result is a more 
resilient U.S. consumer 
with the wherewithal to 
keep spending.

FIGURE 7

Source: Bureau of Economic Analysis, Federal Reserve, Bureau of Labor Statistics, Bloomberg,
TIAA Wealth Chief Investment Office. Historical average data from 1/1/1988 – 8/31/2024.
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This material is for informational or educational purposes only and does not constitute fiduciary investment advice under ERISA, a securities recommendation under 
the securities laws, or an insurance product recommendation under state insurance laws. The views expressed are based on information obtained from sources 
believed to be reliable, but not guaranteed. The information and opinions presented are current only as of the date of writing, without regard to the date on which 
you may access this information. All opinions and estimates are subject to change at any time without notice. This material does not take into account any specific 
objectives or circumstances of any particular investor or suggest any specific course of action. It is not an offer to buy or sell any securities or investment services. 
Investment decisions should be made based on the investor’s own objectives and circumstances. Examples included herein, if any, are hypothetical and for illustrative 
purposes only.

 
Optional discretionary investment management services for a fee are provided through two separate managed account programs by TIAA affiliates: the Portfolio 
Advisor program offered by the Advice and Planning Services division of TIAA-CREF Individual & Institutional Services, LLC (“Advice and Planning Services”), a 
broker-dealer (member FINRA/SIPC), and SEC registered investment adviser; and the Private Asset Management program offered by TIAA Trust, N.A. Please refer to 
the disclosure documents for the Portfolio Advisor and Private Asset Management programs for more information. TIAA Trust, N.A. provides investment management, 
custody and trust services. Advice and Planning Services provides brokerage and investment advisory services for a fee. Investment Management Group (IMG) is 
the investment management division of TIAA Trust, N.A., and provides the underlying investment management services to the Portfolio Advisor and Private Asset 
Management programs. TIAA Trust, N.A. and Advice and Planning Services are affiliates, and wholly owned subsidiaries of Teachers Insurance and Annuity Association 
of America (TIAA). Each entity is solely responsible for its own financial condition and contractual obligations.

 
The TIAA group of companies does not provide tax or legal advice. Tax and other laws are subject to change, either prospectively or retroactively. Individuals 
should consult with a qualified independent tax advisor and/or attorney for specific advice based on the individual’s personal circumstances.

 
All investments involve some degree of risk, including loss of principal. Investment objectives may not be met. Investments in managed accounts should be considered 
in view of a larger, more diversified investment portfolio. ASSET ALLOCATION AND DIVERSIFICATION ARE TECHNIQUES TO HELP REDUCE RISK. THERE IS NO 
GUARANTEE THAT ASSET ALLOCATION OR DIVERSIFICATION ENSURES PROFIT OR PROTECTS AGAINST LOSS. Past performance is no guarantee of future 
results.

 
Investing involves risk and the value of your investments may gain or lose value and fluctuate over time. Generally, among asset classes stocks are more volatile than 
bonds or short-term instruments and can decline significantly in response to adverse issuer, political, regulatory, market, or economic developments. Although the 
bond market is also volatile, lower-quality debt securities including leveraged loans generally offer higher yields compared to investment grade securities, but also 
involve greater risk of default or price changes. Foreign markets can be more volatile than U.S. markets due to increased risks of adverse issuer, political, market or 
economic developments, all of which are magnified in emerging markets. Foreign securities are subject to special risks, including currency fluctuation and political and 
economic instability.

 
INVESTMENT, INSURANCE AND ANNUITY PRODUCTS ARE NOT FDIC INSURED, ARE NOT BANK GUARANTEED, ARE NOT DEPOSITS, ARE NOT INSURED BY 
ANY FEDERAL GOVERNMENT AGENCY, ARE NOT A CONDITION TO ANY BANKING SERVICE OR ACTIVITY, AND MAY LOSE VALUE.
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