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Friday, 18 February 2005 

Economic Update 
The state of household debt

• Australia’s household debt servicing ratio is 
the highest since 1991 

• New South Wales’ households have the 
highest mortgage debt servicing obligations 

• Consumer debt servicing is highest in 
Queensland 

• Debt servicing costs amongst unincorporated 
enterprises is similar for most states 

• Households in Western Australia, New South 
Wales and Queensland appear to be the most 
vulnerable to higher interest rates 

 
Strong borrowing, for housing and ‘personal’ use 
over the last decade has seen Australia’s 
household debt servicing ratio increase sharply to 
9.5% (chart 1).  This is the highest level of 
household debt servicing since 1991 (when 
interest rates were more than double present 
levels).  With the RBA widely expected to raise 
interest rates again this year, probably as early as 
next month, debt-servicing obligations are set to 
increase further over 2005.  Monetary policy is a 
blunt tool, such that, unlike fiscal policy, the 
impact of a rise in interest rates cannot be 
‘targeted’ to impact only certain 
industries/individuals/regions in an economy.  This 
paper considers which of Australia’s states, from a 
household debt perspective, are the most the 
vulnerable to tighter monetary policy. 
  
Chart 1: Debt obligations highest since 1991 
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Mortgage debt 
 
Mortgage debt servicing obligations make up 
around 76% of aggregate household debt costs.  
Prima facie, we would thus expect that those 
states with the highest relative housing costs, or 
the lowest housing affordability, would also have 
the highest household debt servicing costs.  ANZ’s 
latest estimates show that housing affordability 

amongst Australia’s capital cities is the lowest in 
Sydney and Brisbane. Perth and Adelaide, in 
contrast, are the most affordable capital cities for 
housing (Chart 2).   
 
Chart 2: Sydney and Brisbane least affordable 
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It is no surprise then to see that households in 
Australia’s least affordable state for housing, NSW, 
also have the highest mortgage debt servicing 
obligations (Chart 3).  Surprisingly however, the 
only other state in which the household mortgage 
debt-servicing ratio is higher than the Australian 
average is Western Australia.   
 
Chart 3: Mortgage obligations highest in NSW 
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At first, this seems counterintuitive, given that, as 
Chart 2 illustrated, Perth has the most affordable 
housing of all the capital cities.  Why, despite 
relatively cheaper housing, are households more 
high-geared (ie. taking out relatively bigger home 
loans) in the west?  Most likely it is a by-product of 
Western Australia’s booming economy.  Economic 
growth in this state was more then twice as fast as 
the Australian average last year, clocking a 
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breakneck speed of 7.5% and the unemployment 
rate has fallen to 4.6%, the lowest rate in the 
country. This strongly performing economy is in 
turn spurring population growth, which in Western 
Australia last year was the second-highest of all 
the states (after Queensland).  With an economy 
and population growing so fast, it is no wonder 
that households in the west are ‘buying’ more into 
the dream.  Furthermore, in this environment the 
conditions are highly favourable for first home-
owners, who generally have to borrow a greater 
proportion of the house price, to enter the market. 
As such, around 19% of housing finance approvals 
are going to first-home owners in Western 
Australia, above the national average of 17%.   
 
Consumer debt 
 
As well as having relatively higher mortgage debt-
servicing obligations, households in Western 
Australia also have relatively higher servicing 
obligations for consumer debt.  However, while 
higher than the national average, these debt 
obligations are still much smaller than in 
Queensland (Chart 5).   
 

Chart 5: Qld tops consumer debt servicing  
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That servicing of consumer debt is the highest in 
Queensland of all the states comes as little 
surprise, given the strength of household spending 
in this region in recent years.  Queensland retail 
sales, for example, were up a strong 9% in 2004, 
following on from a rise of 10% in 2003.  This 
compares with a rise in total Australian retail sales 
of 6% and 7% respectively.  The strong growth in 
household spending in Queensland together with 
the apparent increased willingness of households 
in the sunshine state to take on higher levels of 
consumer debt both no doubt reflect the strong 
performance of the Queensland economy and in 
particular the labour market in recent times.  
Queensland economic growth has averaged 4.8% 
per annum over the last five years, well above the 

Australian average of 3.3%, and unemployment in 
the state dropped to 4.9%, below the national 
average of 5.1%.  
 
Another interesting point to note is that consumer 
debt servicing costs in New South Wales are well 
below the national average.  This likely reflects a 
combination of relatively high mortgage debt 
servicing obligations and slow economic growth in 
this state.  That is, the highest mortgage debt 
servicing costs in the country is no doubt 
constraining New South Wales’ household 
borrowing for and spending on other purchases.  
This in turn is an important driver of the relatively 
lacklustre performance of the New South Wales’ 
economy in recent times. Economic growth in NSW 
has averaged just 2.8%pa over the last five years, 
below the national average of 3.3%, with 
household consumption growth the lowest of all 
the states during this period. 
 
Unincorporated debt 
 
As well as leading consumer debt servicing, debt 
servicing obligations amongst unincorporated 
enterprises (ie. small businesses and farms) is also 
the highest in Queensland.  Unincorporated 
enterprises’ debt servicing is also higher than the 
national average in New South Wales, Western 
Australia and Tasmania.  That said the debt-
servicing ratio of unincorporated enterprises is at a 
pretty similar level (around 11%) in most states 
(Chart 6).   
 

Chart 6: Unincorporated debt servicing 
lowest in SA  
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What is probably of more interest for this indicator 
is the relatively low debt servicing obligations 
amongst unincorporated businesses in South 
Australia.  South Australia’s position does not 
reflect a lower willingness to take on debt per se, 
with interest payments by unincorporated 
enterprises growing at a similar rate amongst the 
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different states in recent times.  Rather, the low 
debt-servicing ratio in South Australia reflects 
relatively stronger income growth.  Gross mixed 
income in South Australia has increased at an 
annual average rate of 7.4%pa over the last five 
years, the highest of all the states and well above 
the national average growth rate of 5%.  This 
largely reflects the relatively strong performance 
of South Australia’s farm sector with recent strong 
cropping seasons underpinning growth in 
agricultural income of 10.4%pa over the last five 
years, much higher then national growth of 
7.5%pa. 
 
Borrowing is an important driver of business 
growth.  With the economy performing solidly and 
business balance sheets in good shape, it would 
therefore appear that there is plenty of scope for 
unincorporated enterprises in South Australia to lift 
debt-servicing obligations to be more in line with 
the national average (ie. borrow more to fuel 
growth!).  However, to the extent that relatively 
stronger income flows in South Australia are being 
fuelled by the often-volatile farming sector, it is 
reasonable to expect that participants will be a 
little more risk-averse and seek to keep debt-
servicing within a lower range during ‘good times’. 
 
Household debt-servicing highest in the West 
 
Putting together interest paid on mortgage debt, 
consumer debt and by unincorporated enterprises 
reveals that aggregate household debt-servicing 
obligations are remarkably similar across all of 
Australia’s states (Chart 7). A look through history 
shows that this is not a new phenomenon, with 
household debt servicing ‘bunching’ together 
across the states over the last decade.  At the very 
least, this indicates that household attitudes to 
debt do not tend to vary across the different 
regions.  
 
That said, there are some marginal differences 
between the states with household debt-servicing 
obligations the highest in Western Australia.  This 
reflects relatively higher servicing costs on both 
mortgage and consumer debt in the west.  
Relatively higher debt-servicing on mortgages 
means the NSW ratio is the second-highest of all 
the states while relatively higher servicing 
obligations on consumer debt pushes the 
Queensland ratio slightly higher then the national 

average.  In contrast, households in Victoria and 
South Australia have lower then average debt-
servicing obligations.  Tasmanian households have 
the lowest debt-servicing ratio, reflecting the 
lowest mortgage debt obligations in the country.     
 

Chart 7: Total debt servicing highest in WA 
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This analysis suggests that households in Western 
Australia, New South Wales and to a slightly lesser 
extent Queensland appear, in aggregate , to be the 
most sensitive to a rise in interest rates.  It is 
important to note that this fairly simple analysis 
does not take into account a range of other factors 
that will affect vulnerability to monetary policy, 
such as the distribution of debt amongst different 
households in each s tate or the expected economic 
and income growth in each state over the coming 
period.  Neve rtheless, it does provide a good 
snapshot of household indebtedness across the 
different states, and does give industries exposed 
to the household sector some guide as to the likely 
impact of tighter monetary policy to their business 
across the different states.  
 
 
Katie Dean 
Economist 
Email: deank1@anz.com 
Ph: +61 3 9273 6286 
Fax: +61 3 9273 5711 
 
Research can also be viewed on our website: 
http://www.anz.com/go/economics 



 Economics@ANZ  
 

 4

Disclaimer:
 
Australia and New Zealand Banking Group Limited is 
represented in: 
 
AUSTRALIA by: 
Australia and New Zealand Banking Group Limited  ABN 
11 005 357 522 
10th Floor 100 Queen Street, Melbourne  3000, 
Australia 
Telephone +61 3 9273 6224   Fax +61 3 9273 5711 
 
UNITED KINGDOM by: 
Australia and New Zealand Banking Group Limited 
ABN 11 005 357 522 
Minerva House, PO Box 7, Montague Close, London, SE1 
9DH, United Kingdom 
Telephone +44 20 7378 2121    Fax +44 20 7378 2378 
 
UNITED STATES OF AMERICA by: 
ANZ Securities, Inc. (Member of NASD and SIPC) 
6th Floor 1177 Avenue of the Americas 
New York, NY  10036, United States of America 
Tel:  +1 212 801 9160   Fax:  +1 212 801 9163 
 
NEW ZEALAND by: 
ANZ National Bank Limited 
Level 7, 1-9 Victoria Street, Wellington, New Zealand 
Telephone +64 4 802 2000    
 
In Australia and the UK, ANZ Investment Bank is a 
business name of Australia and New Zealand Banking 
Group Limited, ABN 11 005 357 522 (“ANZ Bank”), 
which holds an Australian Financial Services licence no. 
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the information of the particular person to whom it is 
provided.  This document may not be reproduced, 
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purpose.  This document does not take into account 
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considered as an offer to sell, or a solicitation of an offer 
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S, their affiliated companies, or their respective 
associates and employees may have an interest in any 
financial products (as defined by the Australian 
Corporations Act 2001), securities or other investments, 
directly or indirectly the subject of this document (and 
may receive commissions or other remuneration in 
relation to the sale of such financial products, securities 
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solicit business from, any company the subject of this 
document.  If you have been referred to ANZ Bank, ANZ 
NZ, ANZ S or their affiliated companies by any person, 
that person may receive a benefit in respect of any 
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will be available upon request. 
 
The information herein has been obtained from, and any 
opinions herein are based upon, sources believed 
reliable.  The views expressed in this document 
accurately reflect the author’s personal views, including 
those about any and all of the securities and issuers 
referred to herein.  The author however makes no 
representation as to its accuracy or completeness and 
the information should not be relied upon as such.  All 
opinions and estimates herein reflect the author’s 
judgement on the date of this document and are subject 
to change without notice.  No part of the author's 
compensation was, is or will directly or indirectly relate 
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any securities or issuers in this document.  ANZ Bank, 
ANZ NZ, ANZ S, their affiliated companies, their 
respective directors, officers, and employees disclaim 
any responsibility, and shall not be liable, for any loss, 
damage, claim, liability, proceedings, cost or expense 
(“Liability”) arising directly or indirectly (and whether in 
tort (including negligence), contract, equity or 
otherwise) out of or in connection with the contents of 
and/or any omissions from this communication except 
where a Liability is made non-excludable by legislation. 
 
Where the recipient of this publication conducts a 
business, the provisions of the Consumer Guarantees 
Act 1993 (NZ) shall not apply. 
 


