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The household debt “crisis” 
– what is Commonwealth 
Bank’s data telling us?

Household Indebtedness 

The insights revealed by analysis of our data by Chief Economist,  
Michael Blythe, have implications for policymakers, individuals and  
industries from industrials and logistics through to real estate.

Economists, along with institutions including the Reserve Bank of  
Australia (RBA)1 and the International Monetary Fund2, have sounded 
warnings about Australia’s elevated level of household debt. High debt  
levels are a risk to financial stability. But are now also becoming a 
macroeconomic risk, especially to consumer activity.

Analysis of Commonwealth Bank’s data – 1.5 million home loan customers 
with loans outstanding of $371 billion – leads the bank’s Chief Economist, 
Michael Blythe, to suggest financial stability concerns have been overplayed. 
The risks instead come from the drag on consumer spending and the 
changes to consumer behavior. The answer lies not so much with reducing 
debt but boosting incomes. 

At ~60%, household consumption is the largest part of Australian GDP, 
meaning shifts in spending behaviour are felt across the broader economy. 
The insights from Michael’s report ‘The household debt “crisis” – what is 
Commonwealth Bank’s data telling us’ are therefore relevant to a much 
broader audience than economists and the retail sector.

1  www.rba.gov.au/publications/fsr/2018/apr/pdf/02-household-business-finances.pdf page 20
2   www.abc.net.au/news/2017-10-04/imf-warns-australia-on-household-debt/9013634



3

Debt sits with higher income households
Our data shows that wage earners with a home loan have much higher 
wages than those without loans. The high ratio partly reflects where 
borrowers typically sit in the lifecycle. Nevertheless, the high, and rising, ratio, 
offers some protection against any housing-related “shocks”. 

Note that household debt servicing costs are low. It takes 5.7% of disposable 
income to service the stock of housing and consumer debt, the lowest share 
since 2003. 

The average is just a statistical artefact
Because around one-third of households that borrow have an income of 
more than $150,000, there is a skewed distribution in average loan size 
towards the higher end. In 2017 the average new owner-occupier home loan 
was $384,000 while the median was $320,000. Similarly, the average loan 
size rose by 21% between 2013 and 2017 versus the 12.7% increase in the 
median loan. The median measure is probably the better indicator when 
assessing risks on this occasion.

Key Insights

• Household debt is at record 
levels, having steadily 
grown over the last 30 
years

• Australia has one of the 
highest household debt 
ratios globally, as measured 
against GDP and income

• Around 92% of total debt 
relates to housing

• Our data shows that home 
owners are relatively well 
positioned to deal with 
potential financial “shocks”

• However our analysis 
suggests that the risk 
to economic growth via 
consumer spending is  
the more pressing issue

• A pick up in wages growth 
is critical to addressing the 
risks posed by record high 
household debt

• Wages policy needs to 
be part of the policy 
debate – Japan’s plan to 
cut corporate tax for those 
companies that lift wages 
and capex is one option

Emerging Risks

• High debt levels and 
weak wages growth are 
constraining consumer 
spending

• Rising household debt has 
increased the interest rate 
sensitivity of the economy

• Households maintain a 
pessimistic view of their 
financial situation

• From our data we can 
already see changes in 
consumer behavior

• The shift from interest-
only loans to principal-
and-interest loans will 
significantly increase 
monthly repayments, 
dampening spending even 
further

Household Indebtedness 
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Risks are less than raw headlines suggest
Households have been building some buffers against adverse shocks:

• significant inflows into mortgage offset accounts have balances 
equivalent to nearly 10% of home loans outstanding

• 76% of Commonwealth Bank’s home loan borrowers were  
ahead of their repayment schedule at the end of 2017

• when offset accounts are included, the average borrower  
was effectively ahead by 35 payments

• there is a skew in the payments protection in that around 35% of 
borrowers have buffers of less than one month. However, the majority 
have investment loans (and want to keep interest payments high for 
tax purposes) or loans with structures that restrict payments in advance 
(such as fixed-rate loans)

Roll-off of interest-only loans presents a new risk  
to consumer spending
In 2017 $24 billion of interest-only loans (around 17% of interest-only 
outstandings at Commonwealth Bank) converted to principal-and-interest 
loans. Slightly over half of the conversions were due to the interest-only 
period ending, with the remainder being customer-initiated. In 2018 a further 
26% of loans will reach the end of their interest-only period. Another 20% will 
switch each year over 2019-2021.

The RBA has estimated that repayments on a typical interest-only loan 
after the five-year interest-only period would increase by 30-40%3. This is a 
potential risk to consumer spending. When income growth is subdued, any 
increase in mortgage payments reduces household spending power. 

What does our data tell us about household spending 
patterns?
Our analysis of spending trends by households with home loans from  
2014 to 2017 found:

• spending growth, as measured by credit card usage,  
has slowed for those with a home loan

• the bigger spending slowdowns are evident in the  
groups with the largest loans

• the rate of decrease seems to rise with loan size

The data shows that spending by mortgage-free households is also growing 
more slowly, albeit to a lesser extent. So consumer spending weakness across 
the economy reflects more than just high levels of household debt. The 
obvious culprit is the lacklustre growth in household income i.e. wages.

Household Indebtedness 

3  www.rba.gov.au/publications/smp/2018/may/pdf/statement-on-monetary-policy-2018-05.pdf. Page 46
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Actual spending has run ahead of incomes
Households have reduced their savings to “fund” consumer spending. Our 
transaction and savings/investment product balances (excluding offset 
account and term deposit balances) peaked around the end of 2015 and have 
since declined. 

However as noted below, households are concerned about their personal 
circumstances. Therefore they are unlikely to reduce savings much further. 
The risk lies with continued softness in consumer spending.

Changed household behaviour
Consumer sentiment has been subdued since 2013 and has been tracking 
well below equivalent measures of business sentiment. After so many 
years of high/rising debt, weak income growth, job fears, mortgage worries 
and budget pressures, household behaviour has changed. The risk is that 
consumers are now less responsive to good news. 

Traditionally they spend 4c of each additional $1 of wealth coming from 
rising house prices. ABS data show the value of the Australian housing stock 
increased by $2 trillion over the past 4½ years4. Instead of responding to that 
“wealth effect” by spending, households with home loans are making net 
equity injections into the housing stock, while consumer lending indicators 
reveal little appetite to tap into the accumulated wealth. So households have 
shifted towards savings and paying off debt.

How to shift consumer sentiment
We estimate there is around $128 billion sitting in offset accounts held at the 
four major banks at the end of 2017 that could be redeployed to consumer 
spending if consumer sentiment improves. That is equivalent to 41% of 
annual retail spending and 12% of total consumer spending (that includes 
restaurants, insurance, health, education, utilities, etc).

Of all the contributors to household income – wages, taxes, interest rates 
and welfare payments – any increase in household spending power is 
particularly dependent on a lift in wages growth. It is therefore critical to get 
the economic and policy backdrop right. The correct environment will see 
jobs growth continue, labour market slack diminish and wages eventually 
respond. 

For some time we have argued that we should be thinking about wages 
policy as well as the more traditional monetary and fiscal policies. We expect 
the recent national wage increase to deliver additional spending power to the 
group most likely to use it given households in the lower half of the income 
distribution spend a larger share of their income. A more attractive approach 
might be offered by Japan’s proposal to cut company taxes – but only for 
companies lifting wages and capex.

Household Indebtedness 

4  www.abs.gov.au/AUSSTATS/abs@.nsf/Previousproducts/5232.0Main%20Features2Dec%202017. Graph 1
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Key contacts

Global Sales

  Telephone  Email Address

Chris McLachlan Managing Director, Client Risk Solutions +612 9117 0377 mclachc@cba.com.au

Global Markets Research

  Telephone  Email Address

Stephen Halmarick Managing Director, Head of Global Markets Research +612 9303 3033 stephen.halmarick@cba.com.au

Commodities   Telephone  Email Address

Vivek Dhar Mining & Energy Commodities +613 9675 6183 vivek.dhar@cba.com.au 
Tobin Gorey Agri Commodities Strategist +612 9117 1130 tobin.gorey@cba.com.au 

Economics   Telephone  Email Address

Michael Blythe Managing Director & Chief Economist +612 9118 1101 michael.blythe@cba.com.au 
Gareth Aird Senior Economist +612 9118 1100 gareth.aird@cba.com.au 
Kristina Clifton Senior Economist +612 9117 7407 kristina.clifton@cba.com.au 
Belinda Allen Senior Economist +612 9303 3110 ballen@cba.com.au

Institutional Banking and Markets provides relationship 
management and product capability for the Bank’s major 
corporate, government and institutional clients. We offer 
a range of solutions to our clients, ranging from core 
transactional banking to debt, equity and financial markets 
risk management products and services.

The Markets division is responsible for the Trading and 
Sales activities in financial markets encompassing all 
Foreign Exchange, Commodities, Fixed Income and Interest 
Rate products.

The Client Risk Solutions team provides clients with 
market insights, guidance and risk management solutions 
to manage their interest rates and foreign exchange 
exposures. We work with our clients to tailor hedging 
strategies to suit specific objectives and constraints 
and then ensure seamless execution. Our strong client 
relationships are underpinned by a set of core capabilities 
including economic and market research, financial and 
strategic analysis and product structuring within an 
expanding digital offering.
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Fixed Income & Rates   Telephone  Email Address

Scott Rundell Chief Credit Strategist +612 9303 1577 scott.rundell@cba.com.au 
Philip Brown Senior Fixed Income Strategist +613 9675 7522 philip.brown@cba.com.au 
Tally Dewan Senior Securitisation Strategist +612 9118 1105 tally.dewan@cba.com.au 
Kevin Xie Fixed Income Quantitative Strategist +612 9280 8058 kevin.xie@cba.com.au 
Chris Walter Senior Credit Strategist +612 9118 1126 christopher.walter@cba.com.au

Foreign Exchange & International Economics  Telephone  Email Address

Richard Grace Chief Currency Strategist & Head of International Economics +612 9117 0080 richard.grace@cba.com.au 
Elias Haddad Senior Currency Strategist +612 9118 1107 elias.haddad@cba.com.au 
Peter Kinsella Senior Currency and Rates Strategist +44 207 710 5603 peter.kinsella@cba.com.au 
Joseph Capurso Senior Currency Strategist +612 9118 1106 joseph.capurso@cba.com.au 

Delivery Channels & Publications  Telephone  Email Address

Monica Eley Internet/Intranet/Database/Projects +612 9118 1097 monica.eley@cba.com.au 
Ai-Quynh Mac Information Services +612 9118 1102 maca@cba.com.au

Sales

Institutional Telephone  Corporate  Telephone

Syd FX  +612 9117 0190 NSW +612 9117 0377 
  +612 9117 0341 VIC +612 9675 7737 
 Fixed Income +612 9117 0020 SA/NT +618 8463 9011 
 Japan Desk  +612 9117 0025 WA +618 9215 8201 
Melb  +613 9675 6815 QLD +617 3015 4525 
  +613 9675 7495 NZ +64 9375 5738 
   +613 9675 6618 Metals Desk +612 9117 0069 
  +613 9675 7757 Agri Desk 1800 633 957 
Lon  FX +44 20 7329 6266 
  Debt & Derivatives +44 20 7329 6444 
  Credit +44 20 7329 6609 
HK   +852 2844 7539 
Sing   +65 6349 7074 
NY   +1212 336 7750



Commonwealth Bank Disclaimer

This report provides general market-related information, and is not intended to be an investment research report. This report has been prepared 
without taking into account your objectives, financial situation (including the capacity to bear loss), knowledge, experience or needs. It is not to 
be construed as a solicitation or an offer to buy or sell any securities or financial instruments, or as a recommendation and/or investment advice. 
Before acting on the information in this report, you should consider the appropriateness and suitability of the information to your own objectives, 
financial situation and needs, and, if necessary seek appropriate professional or financial advice. 

We believe that the information in this report  is correct and any opinions, conclusions or recommendations are reasonably held or made, based 
on the information available at the time of its compilation, but no representation or warranty, either expressed or implied, is made or provided 
as to accuracy, reliability or completeness of any statement made in this report. Any opinions, conclusions or recommendations set forth in this 
report are subject to change without notice and may differ or be contrary to the opinions, conclusions or recommendations expressed elsewhere 
by the Bank or any member of the Commonwealth Bank of Australia group of companies. Any valuations, projections and forecasts contained are 
based on a number of assumptions and estimates and are subject to contingencies and uncertainties. Different assumptions and estimates could 
result in materially different results. The Bank does not represent or warrant that any of these valuations, projections or forecasts, or any of the 
underlying assumptions or estimates, will be met. Past performance is not a reliable indicator of future performance.

Where ‘CBA data’ is cited, this refers to CBA proprietary data which is sourced from CBA’s internal systems and may include, but is not limited 
to, credit card transaction data, merchant facility transaction data and applications for credit. We take reasonable steps to ensure that CBA 
proprietary data used is accurate and any opinions, conclusions or recommendations are reasonably held or made as at the time of compilation 
of this report. As the statistics take into account only Commonwealth Bank data, no representation or warranty is made as to the completeness 
of the data and it may not reflect all trends in the market. All customer data used, or represented, in this report is anonymised and aggregated 
before analysis and is used, and disclosed, in accordance with the Commonwealth Bank Group’s Privacy Policy Statement.

We are under no obligation to, and do not, update or keep current the information contained in this report. Neither the Bank nor any of its 
subsidiaries accept liability for any loss or damage arising out of the use of all or any part of this report. All material presented in this report, 
unless specifically indicated otherwise, is under copyright of the Bank. None of the material, nor its content, nor any copy of it, may be altered in 
any way, transmitted to, copied or distributed to any other party, without the prior written permission of the Bank. In the case of certain products, 
the Bank or one of its related bodies corporate is or may be the only market maker. Financial markets products have an element of risk. The level 
of risk varies depending on a product’s specific attributes and how it is used. The Bank will enter into transactions on the understanding that the 
customer has: made his/her own independent decision to enter into the transaction; determined that the transaction is appropriate; ensured he/
she has the knowledge to evaluate and capacity to accept the terms, conditions and risks; and is not relying on any communication (including this 
report) from the Bank as advice. 

This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, 
state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or which would 
subject any entity within the Commonwealth Bank group of companies to any registration or licensing requirement within such jurisdiction.

Unless agreed separately, we do not charge any fees for any information provided in this report. You may be charged fees in relation to the 
financial products or other services the Bank provides, these are set out in the relevant Financial Services Guide (FSG) and relevant Product 
Disclosure Statements (PDS). If you have a complaint, the Bank’s dispute resolution process can be accessed on 13 22 21 when in Australia, and 
+61 2 9841 7000 from overseas. For further information, please view our website at https://www.commbank.com.au/corporate/research.html. 
The Commonwealth Bank of Australia ABN 48 123 123 124 AFSL 234945 (Bank) and its subsidiaries, including Commonwealth Securities Limited 
ABN 60 067 254 399 AFSL 238814 (CommSec), Commonwealth Australia Securities LLC, CBA Europe Ltd and Global Markets Research are 
domestic or foreign entities or business areas of the Commonwealth Bank group of companies).
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