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Household debt
A useful summary measure of the
household debt burden is the fraction
of personal income taken up by service
payments on outstanding debt. It is
generally understood that the larger
this fraction is, the more sensitive
consumer spending will be to an
increase in interest rates. The relationship depends on three plausible assumptions. First, in the short run it is difficult
for consumers to change their level
of outstanding debt. Second, an increase in interest rates tends to increase
current debt service payments while
either having no impact on income
or reducing it. Third, the larger their
debt burden, the less likely consumers
are to take on additional debt.

rise during an expansion
and fall during a contraction. The amplitude of the
variations in the debt burden over the business cycle
appears to have increased
since the 1979–80 recession
and, overall, households
have been willing to take on
more debt in recent years.

2. Debt burden (%) by income
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cast some doubt on the reliability of
the numbers based on macro data.
Figure 2 also shows that the median
debt burden of all households did not
change between 1992 and 1995 and
only increased slightly between 1989
and 1992, from 16.0% to 16.4%. The
rough constancy in debt burden for
households taken together masks
variations among different income
groups, with the lowest two income
groups and the highest income group
showing the greatest variation. For
the lowest income category, the aggregate debt burden decreased by almost
2 percentage points between 1989
and 1992 and increased by more than
5 percentage points between 1992
and 1995. The aggregate debt burden
for the $10,000–$25,000 income group
showed a 4 percentage point increase
between 1989 and 1992 and only declined slightly between 1992 and 1995.
The debt burden for the highest income
category showed little change between
1989 and 1992, before declining by
almost 4 percentage points in 1995.
In contrast, the aggregate debt burden
for households with income between
$25,000 and $100,000 hardly changed
over the three surveys.
Interpretation of the evidence for the
highest income category is problematic
because there is some inherent bias
in the time trend of the debt burden.
Figure 2 reveals that debt burdens are
generally lower in higher-income categories than in lower-income categories.
Moreover, with growth in the economy,
we would expect the income of a typical household in this group to grow
over time. These factors suggest the
debt burden for the highest income category will tend to decline over time.
The bias arises because, unlike the
other categories, this category does
not have an upper bound.
The increase in the household debt
burden for the two lowest income
groups between the expansion years
1989 and 1995 is of particular interest,
because it may have implications for
monetary policy. If these increases
have persisted, the implication is that
households in the lowest income categories are more sensitive to a change
in interest rates now than in 1989.
Thus, despite the relative constancy
of the debt burden for all households

between 1989 and
1995, one might argue
that we are in a situation of heightened
macroeconomic sensitivity to interest rate
changes.3 Further
analysis indicates that
this conclusion is
probably not warranted, however.
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5. Debt burden (%) by income and type of debt
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no more than 9% to 11% of total consumption. Hence, in terms of the implications of these debt burden
numbers for the sensitivity of consumption expenditures to changes in
interest rates, there appears to be little cause for concern.
Figure 5 shows how changes in debt
burdens have been allocated across
types of debt. Changes in the composition of debt may have macroeconomic implications if they show, for
example, that households are using
unsecured instead of secured debt to
finance expenditures. Moreover, there
may be implications for public policy
if, for example, aggressive marketing
of credit cards has led to excessive
amounts of high-interest debt for lowincome households. We consider the
equivalent of the aggregate numbers
in figure 2 for the various types of
debt indicated in figure 5.4
Looking at the numbers for all households, the fall in debt burdens from
1989 to 1995 is reflected in installment,
investment real estate, and other debt.
However, since 1989 households have
taken on progressively more mortgage
and home equity and credit card debt.
The level of debt service on credit card
debt is the smallest among the various
debt components, only 0.5% of income
in 1995. However, it more than doubled
as a fraction of income from 1989 to
1995. Overall, there has been a shift in
debt burdens toward secured debt.
With few exceptions, the trends for
all households are reflected in these
debt service numbers by income category. Of particular interest is the
credit card debt component. Credit
card debt servicing increased sharply

for the two lowest income categories
between 1989 and 1995. The under
$10,000 group experienced a more
than sixfold increase in credit card
debt, and the credit card debt burden for the $10,000–$25,000 group
increased by more than a factor of
three. These observations seem consistent with evidence from other
sources that credit card issuers have
become more aggressive in recent
years at expanding the base of cardholders. However, the increase in
the credit card debt burden for the
lowest income group appears to be
offset by a drop in the installment
debt burden. This suggests that there
has not been a substantial increase in
high-interest debt for low-income
households, but that these households have merely substituted one
type of high-interest debt for another.

Conclusion
We have presented new evidence on
the household debt burden from the
Survey of Consumer Finances. Our analysis suggests that, perhaps contrary
to evidence based on macro data,
the household debt burden has not
changed very much over the period
covered by the survey and does not
represent a substantial increase in
macroeconomic sensitivity to interest
rate changes. In addition, we have
found that households have tended
to use more secured debt over the
period covered by the survey and
that increases in credit card debt
service of lower-income households
have been offset to a large extent
by reductions in the servicing of installment debt.

—Wendy M. Edelberg
Graduate student, University of Chicago
—Jonas D.M. Fisher
Economist, Federal Reserve Bank
of Chicago, and assistant professor,
University of Western Ontario
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Tracking Midwest manufacturing activity
Manufacturing output indexes, 1992=100
126

Manufacturing output indexes
(1992=100)
CFMMI
IP

July

Month ago

Year ago

121.1
121.4

120.8

117.4
117.0

121.3

CFMMI
IP
118

Motor vehicle production
(millions, seasonally adj. annual rate)
Aug.

Month ago

Year ago

6.1

5.8

6.7

Light trucks 6.0

4.9

5.6

Cars

110

Purchasing managers’ surveys:
net % reporting production growth
Sep.

Month ago

Year ago

MW

70.4

60.5

63.7

U.S.

57.4

62.4

53.9
102
1994

1995

The CFMMI increased 0.2% from June to July, following a 0.1% decline in
June. By comparison, the Federal Reserve Board’s IP index for manufacturing
increased by 0.1% in July and 0.3% in June.
The Midwest purchasing managers’ index for production increased to 70.4% in
September from 60.5% in August. This is the index’s highest level since September
1994. The Detroit and Milwaukee purchasing managers’ indexes increased, and
the Chicago index declined only slightly from last month’s high level. The national
purchasing managers’ index decreased from 62.4% in August to 57.4% in
September. Economic activity in the manufacturing sector grew at a slower rate
in September than in August. Motor vehicle production increased from 5.8 to
6.1 million units for cars and from 4.9 to 6.0 million units for light trucks.

1996

1997

Sources: The Chicago Fed Midwest Manufacturing
Index (CFMMI) is a composite index of 16 industries,
based on monthly hours worked and kilowatt hours.
IP represents the Federal Reserve Board’s Industrial Production Index for the U.S. manufacturing
sector. Autos and light trucks are measured in annualized units, using seasonal adjustments developed by the Board. The purchasing managers’
survey data for the Midwest are weighted averages
of the seasonally adjusted production components
from the Chicago, Detroit, and Milwaukee Purchasing Managers’ Association surveys, with assistance
from Bishop Associates, Comerica, and the University of Wisconsin–Milwaukee.
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