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Credit Scores Take a Hit Amid Economic Challenges

July 20, 2023 - In the past few years, many consumers experienced a boost in their credit scores due to various
government stimulus measures and low interest rates. More recently however, this trend has reversed and credit scores
are declining for many people.
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According to a Bloomberg report, Synchrony Financial, a consumer financial services company, is closing inactive
accounts and limiting credit card spending for some customers. Synchrony's CFO, Brian Wenzel, noted that some
consumers who previously saw their credit scores rise are how experiencing drops of 50 points or more. This indicates a
negative shift in their financial stability.

The current economic environment is presenting new challenges to consumers as the Federal Reserve has been raising
interest rates for about 16 months. While the increased interest rates are having a positive impact on inflation nationally,
they are drivng up costs for at the household level, resulting in negative real wage growth for many people. As a result,
consumers have been depleting their savings and relying heavily on credit cards to meet their financial needs. The
combination of record-high credit card debt and soaring interest rates, now averaging around 21%, is making it
increasingly difficult for many consumers to pay off their outstanding balances.

Unfortunately, a lower credit score can create further difficulties, as it reduces the chances of qualifying for new credit
lines. This can lead consumers into even more debt using risky lending products such as payday loans.

Looking ahead, the potential restart of student loan payments could compound the challenges for millions of consumers,
diverting more of their income towards debt servicing.

Overall, the recent changes in credit scores and financial stress highlight the importance of financial management and
responsible borrowing for consumers. As economic conditions remain uncertain, it becomes vital for individuals to be
cautious about their spending, saving, and credit usage to maintain a stable financial position.

by Jim Malmberg
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