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Update of Extended Credit
Measures

Alan Boaden updates extended measures of household and business credit that were first
published in the Bulletin, June 1992.

Some extended measures of business and household credit were published for the first
time in the Bulletin, June 1992. These are updated in the tables that follow and comment

" is provided below. Some earlier figures in the tables have been amended following the

receipt of additional data from some survey respondents.

Extended Household Credit Measure

Table 1 shows that the Extended Household Credit (EHC) measure, which was $21,868
million in September 1989, rose by about $8,900 million to $30,754 million in March
1993. This represents an average annual growth rate of 10.2 percent. Lending by M3
institutions rose by $10,300 million, while that by other organisations fell by $1400
million.

Inrecent years most large banks have significantly increased their lending to households,
particularly mortgages against residential property. Some of the reported growth in
lending would also be due to increased borrowing for business purposes against the
security of a home. Nevertheless, underlying growth has been quite strong. The decline
in household borrowing from other sources is mainly attributable to reduced lending by
the Housing Corporation.

It may seem surprising that households have been increasing their borrowing at a time
when repayment of debt is widely seen as the most attractive form of saving. The decline
in nominal interest rates is probably one important factor behind the increased borrow-
ing. In September 1989 the weighted average First Mortgage Rate (FMR) published by
the Reserve Bank was 14.9 percent. It fell to 9.6 percent in March 1993 and to 8.4 percent
in August 1993.

Most of the debt included in EHC probably attracted an interest rate close to the FMR.
The annual cost of servicing household debt (excluding principal payments) was
thérefore about $3250 million in September 1989, but only about $2950 million in March
1993, despite the large rise in the level of debt. Full debt statistics are not yet available
for later months, but the continued decline in the FMR suggests that household debt
servicing costs have fallen further since March.

Extended Business Credit Measure

The Extended Business Credit (EBC) measure fell by 7.9 percent in the year to March
1993 (see Table 2). As can be seen, this is a much sharper decline than that in M3 lending
to businesses over the year to March.! The decline is largely explained by the $5,200

1 M3 financial institutions’ lending to the business sector has shown somewhat stronger growth in the year to June 1993.
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Figure 1
Ratios of Debt to Nominal GDP
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million fall in Business Sector Borrowing from Offshore (which excludes M3 sector
borrowing). Statistics New Zealand has attributed the overall decline in (non-M3)
private sector foreign debt predominantly to repayments of overseas loans. This
continues the trend noted in the June 1992 Bulletin article when the extended credit
measures were first published.

Table 2 also shows that M3 institutions’ overseas funding rose by $5200 million in the
year to March 1993, so total private sector overseas debt, including State Owned
Enterprises (SOEs), hardly changed. SOE external debt fell by $3,700 million in the year
to March, while other private sector debt (including the M3 sector) rose by a similar
amount. This is mainly due to the reclassification of a financial institution following its
sale by the Government.

Finally, it should also be noted that Statistics New Zealand no longer prepares estimates
of “Borrowing by Foreign Owned Holding Companies”. When the EBC measure was
first published, this item was subtracted from Business Sector Debt because the
underlying transactions related to purchases of equity in New Zealand companies. Now
that this series is no longer being updated, it has been removed from the table. The EBC
figures in Table 2 therefore include such debt for all months shown.

Ratios of EHC and EBC to Nominal Income

Figure 1 shows the ratios of four credit measures to Nominal GDP overrecent years. The
four measures are M3FIs’ lending to households, EHC, M3FIs’ lending to the business
sector and EBC. It is not possible yet to determine whether EHC and EBC will prove
to have closer relationships then the narrow measures with important indicators such as

nominal GDP. However, as longer time series are built up possible relationships will be
monitored and investigated. e
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