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OR MOST PEOPLE, thinking

about the economy starts with
their personal financial situation.
While job prospects, or the health
of a business, or prices at the
pump all have an impact on how
we feel about the economy, the
bottom line is really, “How is my
family doing?” In order to capture
this perspective, LPL Research
designed an alternative way for
investors to think about markets and the economy,
which we refer to as the Life Portfolio. The Life Portfolio
provides a snapshot of the U.S. economy from the
perspective of a typical American household. And while
we use it to look at the bigger picture, it may also provide
important insight on your personal financial situation, as
you think about how you are doing, where you want to
be, and how you can get there.
Taking the Life Portfolio approach means starting
with the three most important parts of a household’s
finances—income, debt, and assets—and then looking
at how they collectively reflect your financial wellbeing. Examining the U.S. overall, our analysis shows
that while income and debt levels have improved since
the Great Recession, our assets have seen the most
dramatic increase.
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This overall trend may provide some context
to your individual financial situation as you
consider how your own income, debt, and assets
have changed over time, as well as potential
opportunities on the path forward. If we assess
our financial condition based on these three
areas, considering both our current state and
future prospects, we can better determine the
right course of action. That may lead to changes
in your investment portfolio, or potentially, you
may shift your mindset and choose to focus more
on long-term goals and life events, rather than
market events.
When it comes to your finances, you may be
saying to yourself, “I’m doing well, but could I be
doing great?” Looking through the Life Portfolio
lens can offer you a new way to answer that
question.

unemployment and inflation continue to trend
downward [Figures 1, 2]. This is good news,
but how is it affecting households? By assessing
household income, debt, and assets, we can
determine how the broad economic and market
growth we’re seeing is affecting the actual
financial situation of American families.

or each component of the Life Portfolio
(income, debt, and assets), we developed
statistics that show how things are today,
as well as indicators of how they can be
better (or worse) in the future. Our findings
show that broadly, our financial situation has
improved—stocks are hitting all-time highs, while

INCOME: IT’S NOT KEEPING UP
We analyze income based on annual wage growth
in real (inflation-adjusted) dollars, and capture the
typical American family by using the median, or
actual “middle” American family, rather than the
average. For the past 20 years, wages in the U.S.
have not kept up with inflation. In fact, since 2007,
the real median income has actually declined by
2%. So while the stock market and unemployment
rate have recovered from the Great Recession,
income has significantly lagged [Figure 3].
We also need to look at what opportunities lie
in the future. In other words, what are your realistic
chances of improving your income? We look at
several metrics here, such as overall hiring trends
and the number of new jobs created. We also pay
particular attention to the number of unfilled jobs,
as historically, an increase in the number of unfilled
jobs has led to an increase in wages [Figure 4].

FIGURE 1: STOCKS CONTINUE TO HIT ALL-TIME HIGHS

FIGURE 3: INCOME HAS DECLINED SINCE THE GREAT RECESSION
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FIGURE 2: UNEMPLOYMENT AND INFLATION ARE TRENDING DOWN

FIGURE 4: HISTORICALLY, JOB OPENINGS LEAD TO WAGE INCREASES
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ASSETS: SOARING TO NEW HIGHS
The asset level is the area with the most significant
improvements overall, which supports a positive
outlook. Assets are an important element of net
worth, which subtracts out debt to show how
much of your assets are really yours [Figure 6].
Asset prices are well above the lows hit during
the Great Recession, with the stock market more
than tripling since its lows2 and home prices
recovering on a national basis.3 While this is an
important trend, not everyone is participating in
these markets. In fact, the percent of adults even
owning any kind of stock investment declined
from 65% in 2007 to 52% in 2016,4 and the
home ownership rate dropped from 68% to 64%
over the same time period.5

Since 2015, the number of jobs available has
continued to rise, but without the usual increase
in wages. We don’t think this relationship can
continue, and expect that wages will begin to
increase to reflect the
job market.

WHEN IT COMES
TO YOUR FINANCES,
YOU MAY BE SAYING
TO YOURSELF,
“I’M DOING WELL,
BUT COULD I BE
DOING GREAT?”

DEBT: OUR NUMBER
ONE CONCERN
Paying off debt is a
consistent concern for
Americans, and it’s often
rated as the top financial
problem.1 The absolute level
of household debt in the
U.S. has been increasing
since the end of the Great
Recession. But it’s important
to look beyond that. When
we examine debt, we look
at the ability to service that debt—which is also
a function of our incomes and the interest rate
on our debt. Years of low interest rates have
increased our ability to service our growing debt,
thereby keeping the debt burden low. In fact,
collectively, our ability to service our debt is as
good as it has been since 1980 [Figure 5].

± PUTTING IT ALL TOGETHER

L

ooking at the compiled data for each
component, we can see how these
elements don’t always move up or down
together and even push and pull against
each other at times [Page 5]. When we
combine our data across all three, we see a
pretty positive picture of where we stand now—
supporting the idea that we’re experiencing a lot
of all-time highs and great improvements since
the Great Recession. However, if we take a closer
look at the separated data series, we can see that
assets are propping up the overall line. So how do
we help income and debt to catch up to assets
and start contributing more to the Life Portfolio?

FIGURE 5: OUR ABILITY TO SERVICE DEBT KEEPS THE BURDEN LOW
DEBT SERVICE PAYMENTS AS % OF DISPOSABLE INCOME
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Life Portfolio, and how we can try to balance
that out, one direction to look is a policy
shift by Federal Reserve (Fed). Through
its quantitative easing (QE) programs, the
Fed has made a $3.8 trillion investment into the
economy, which has contributed to $18.9 trillion
in stock gains and $4.8 trillion in housing gains,
but only $2 trillion in income gains.6 That means
for every $1 invested in QE, we have only seen a
$0.53 return for income—not a very good return
on investment—while stocks have seen a $4.97
return for that same $1 invested. Low interest
rates have helped to fuel asset prices with a much
smaller impact on the real economy, explaining
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FIGURE 6: NET WORTH CONTINUES TO INCREASE
HOUSEHOLD NET WORTH AS A % OF DISPOSABLE INCOME
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The Life Portfolio provides a snapshot of the U.S. economy from the
perspective of a typical American household. It is made up of three
components, representing the three most important parts of a household’s finances:
income, debt, and assets. To help provide a broader picture of how American
households are doing, each component (income, debt, and assets) is looked at from
two different angles by using two different representative data series. The three
data series are each ranked against their history from 1980 to 2016. The rankings
are then averaged and reranked to get the final value for that component. Once
income, debt, and assets have been individually scored, they are also averaged
and then reranked to get the final Life Portfolio score.
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some of the discrepancy between the high
asset level and moderate progress in income. As
the economy shifts from Fed-driven monetary
stimulus to fiscal stimulus via tax savings and
targeted spending, we should start to see more of
a positive impact on income.
Another area to watch is business spending.
For our economy to continue to improve, we
need higher business
spending. It’s been
relatively weak—particularly
when analyzed as a
percent of our overall gross
domestic product (GDP).
Business spending as a
percent of GDP is currently
below 3.5%—one of the
lowest levels in more than
20 years.7 Low business
spending may be due to the
recent earnings recession
we experienced from
late 2014 to early 2016.
As earnings continue to
improve, we may see businesses start to reinvest
and increase their spending levels, which would
support the overall economy.

there are jobs available. You may also want to
consider working longer, even in a part-time
capacity that could be more enjoyable and less
stressful than full-time employment. Almost 75%
of Americans intend to increase their income by
working past the traditional retirement age of 65,
mostly with part-time work.8
When assessing your debt level, focus on
your ability to service your debt. You may want to
come up with a strategy to pay that debt down
faster, but remember that not all debt is the
same. Debt used to accumulate an asset, such
a business, real estate, or even an education,
probably should not be treated the same way as
consumer debt used on discretionary items.
Consider your assets, and whether your
investment portfolio, the value of your home, or
any other investments have increased in value.
Assets are where we saw the most improvement
across the nation, so it’s important to identify if
you have participated in this rally and experienced
similar improvements. If your asset level has not
increased, you may need to reconsider your risk
level, asset allocation, and investment objectives.
You may need to make some changes to your
portfolio and readjust the way you think about
investments.
Rely on the expertise and support of your
financial advisor as you assess each of these
elements and determine the best course of action
for your situation. If you’re considering increasing
your income by working longer, for example, you’ll
need help determining the impact on your other
retirement benefits and how meaningful that
added income would be to your overall financial
picture. Your advisor can also work with you to

FOCUSING ON
YOUR INCOME,
DEBT, AND ASSETS
MAY LEAD YOU TO
CONSIDER NEW
WAYS TO IMPROVE
YOUR FINANCES.

± HOW IS YOUR LIFE PORTFOLIO DOING?

C

onsidering this view of the U.S. economy,
does that change the way you view your
personal financial situation?
Look carefully at your income and
potential job opportunities; consider if you
may benefit from a tightening labor market. Data
suggest that for people with the right skillset,
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strategize ways to pay your debt faster or more
effectively. And if your assets are not where
they should be, your financial advisor can provide
valuable guidance to ensure that you’re making the
right investment decisions to support your goals.

education, set up a comfortable retirement, or
establish a legacy for your family.
An increasing number of advisors are using
goals-based planning tools to help you with this
process. As you work closely with your advisor
to evaluate your financial situation, remembering
the life events you’re experiencing, and those
you’re working toward, can have a profound
impact on your mindset—and keep you on track
to reach your financial goals.

± FOCUS ON LIFE EVENTS, NOT MARKET EVENTS
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he concept of a Life Portfolio provides
another frame of reference for evaluating
the U.S. economy and your financial
situation. Focusing on your income, debt,
and assets may lead you to consider new
ways to improve your finances. But for many of
us, it can be difficult to relate numbers we see on
a portfolio statement to tangible improvements
in our lives. Instead of focusing on market events
and your monthly, quarterly, or even annual
returns, try to think holistically about the life
events you’ve experienced and achieved after
years of investing. You may have been able to
start a business, buy a home, pay for your child’s

1: 2017 MassMutual Middle America Financial Security Study
2: As measured by the S&P 500 Index.
3: As measured by the Case-Shiller Index of home prices.
4: According to Gallup data.
5: According to the Census Bureau.
6: According to the Federal Reserve’s QE investment (March 2009 to July
2017), U.S stock market gains as measured by Wilshire 5000 Index (March
2009 to July 2017), housing value gains per Zillow (March 2009 to June 2017),
GDP as measured by Bloomberg, BEA (first quarter 2009 to second quarter
2017), and income as measured by St. Louis FRED, BEA (first quarter 2009 to
second quarter 2017).
7: According to the Federal Reserve, as of second quarter 2017.
8: According to a recent Gallup poll.
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IMPORTANT DISCLOSURES
The opinions voiced in this material are for general information only and are
not intended to provide or be construed as providing specific investment
advice or recommendations for your clients. Any economic forecasts set
forth in the presentation may not develop as predicted and there can be no
guarantee that strategies promoted will be successful.

Gross Domestic Product (GDP) is the monetary value of all the finished
goods and services produced within a country’s borders in a specific time
period, though GDP is usually calculated on an annual basis. It includes all
of private and public consumption, government outlays, investments and
exports less imports that occur within a defined territory.

Stock investing involves risk including loss of principal.

The Standard & Poor’s 500 Index is a capitalization-weighted index of 500
stocks designed to measure performance of the broad domestic economy
through changes in the aggregate market value of 500 stocks representing
all major industries.

Indices are unmanaged and cannot be invested into directly. Unmanaged
index returns do not reflect fees, expenses, or sales charges. Index
performance is not indicative of the performance of any investment.

This research material has been prepared by LPL Financial LLC.
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