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Over the last few years, the ratio of
household debt to disposable per-
sonal income has reached histori-
cally high levels, raising concerns
about the financial stability of U.S.
households. The record number of
personal bankruptcy filings (1996:111Q
alone saw more than 290,000),
along with increases in credit card
charge-offs (which reached 4.49% of
total credit card debt outstanding in
1996:11Q), has further heightened
this concern.

A better indicator of households’
true financial health is the propor-
tion of disposable personal income
that must be used to service this
debt. After all, the general decline
in interest rates during the 1990s
has made it much easier for house-
holds to manage greater debt levels,
As a fraction of disposable personal
income, estimated debt-service pay-
ments have been rising over the last
few years, but their level is still con-
sistent with that of the late 1980s

and is well below its 17.6% high of
1989:IVQ.

To understand households’ finan-
cial well-being, it is also important
to notice that the composition of
household debt has been changing
since the mid-1970s, with home
mortgages accounting for a larger
share of total household liabilities
and consumer debt becoming rela-
tively less important. In contrast,
there has been a relative increase in
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B
=
&

17

@ @ @

ousehold Debt and Delinguencies (cont.)

Percent of all loans
6

U.S. MORTGAGE DELINQUENCIES
5 —
Loans past due®
4 -
3 -
2 A
1 -
Loans in forectosure at end
I I } | [ {

http://clevelandfed.org/research/trends
February 1997
Best available copy

of quarter

Lo 1 Y B A

0
1986 1987 1988 1989 1990 1991 1992

Zercent of loans outstanding
"~ 1U.S. CONSUMER DELINQUENCIES?

Bank card credit

fnstallment foans®

1993 1894 1995 1996

1985 1987 1988 1980 1990 1991 1992 1993 1994 1995 1996

-

MORTGAGE DELINQUENCY RATES AS A SHARE OF CONVENTIONAL LOANS OUTSTANDING, 1996:HQ

Less than 1.5%
1.5% t0 2.5%
1 25%1t035%

More than 3.5%

a. Seasonally adjusted data.

b. Based on the “summary of accounts (closed-end only)” data reported in the American Bankers Association’s Consumer Credit Delinquency Bulletin.
SQURCES: American Bankers Association, Consumer Credit Delinquency Bulletin; and Mortgage Bankers Association of America, National Delinquency Survey.

the importance of consumer debt
over the last couple of years. The
most recent ratio of consumer credit
to total household liabilities (21.3%
in 1996:111Q), however, is still lower
than it was at the beginning of the
decade (21.7% in 1990:11IQ). These
trends look much the same when
we focus on the ratios of consumer
credit and mortgage debt to total
financial assets.

Of course, household debts can-
not be analyzed in isolation from

the assets that they may support.
Indeed, the ratio of total household
debt to financial assets has remained
relatively constant over the last
decade, and has even fallen some-
what in the last two years. Once
again, this suggests that fears about
overburdened households may be
exaggerated.

Finally, it is significant that, while
mortgage debt has recently become
a more important feature of house-

hold debt, mortgage delinquencies
have been trending downward for
over a decade. In addition, the frac-
tion of loans in foreclosure has re-
mained relatively constant during
the last 10 years. Similarly, although
bank card delinquencies recently
were at a historically high level, the
delinquency rate of other types of
consumer installment credit is still
below its level in the late 1980s and
early 1990s.



