JACLI

Financial Resilience Index Methodology

ACLI’s Financial Resilience Index (FRI) measures the middle-class’ ability to manage
life’s challenges and plan for a stable future. The Headline Index measures the direction
and degree of middle-class financial resilience, and is composed of two underlying indices:

e The Cost Resilience Index measures the ability to afford modest luxuries without trading off
the essentials and to afford life-stage appropriate care and education.

e The Resource Resilience Index measures the ability to handle unexpected expenses and
sustain a quality of life, and the ability to save and live well in retirement.

Interpreting the Index. The FRI is a Z-score index, meaning that the index score represents
the direction and degree to which underlying variables diverge from historical averages.
Positive scores indicate above average middle-class financial resilience and negative scores
indicate below average middle-class financial resilience.

Composition. The FRI measures the direction and degree of middle-class financial resilience
by tracking 26 different variables that represent important middle-class cost pressures or
financial resources.

The Headline Index combines the underlying Cost Resilience and Resource Resilience indexes
— each of which has three subcomponents — to capture the interaction of cost pressures and
financial resources for middle-class households. This structure tracks changes in middle-class
financial resilience and provides insight into the underlying factors that are driving those
changes.

e Cost Resilience subcomponents include: (1) The Essentials; (2) Care & Education; and (3)
Modest Luxuries. The variables that comprise these subcomponents reflect the types of
expenditures that define a typical middle-class American lifestyle.

e Resource Resilience subcomponents include: (1) Income; (2) Access to Capital; and (3)
Retirement Readiness. The variables that comprise these subcomponents represent the
financial resources at the disposal of middle-class households and have been scoped to
households that fall in a middle-income designation. (See below table for list of variables in
each subcomponent)

Methodology. All variables are harmonized to a quarterly frequency and price and wealth
variables are transformed to year/year percentage change. Variable values are then
standardized by calculating their Z-scores—the number of standard deviations above or below
a variable’s average value for the sample period (Q1 2000 to Q4 2023). Some standardized
variables are inverted, such as those for costs, so that a positive index score always indicates
improvement (e.g., easing cost pressures) and a negative index score always indicates
deterioration (e.g., worsening cost pressures).

Each standardized variable is weighted to reflect its relative importance to middle-class
financial resilience (See below table for subcomponent weights). These weighted values are
aggregated to compose the indices and are multiplied by a constant of ‘100’ so that the index
values will almost always fall between +/- 100.



Table: FRI Index Subcomponents, Weights*, Variables, and Data Sources
* Listed subcomponent weights represent the weight of subcomponents in the underlying Cost

Resilience or Resource Resilience index (e.g., ‘The Essentials’ accounts for 55% of the Cost
Resilience index score and 22% of the Headline index score).
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