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The household debt ratio is still close to its historic peak

Household debt is very high

The ratio of household credit market debt over disposable in'sB v
income fell to 165.29% in the first quarter of 2016, after ! Household sector

reaching a historic peak of 165.42% in the fourth quarter
of 2015.

* The reason for this dip is that disposable income grew a
little faster than credit market debt.

* Mortgage credit rose by 0.7% during the quarter, while
consumer credit dropped by 0.3%.
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At 3.88%, the average interest rate on household debt 9 - 12.5
reached another record low in the first quarter of 2016. 7 D5
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growth in the debt service ratio. However, many forecasters

are anticipating that Canadian key interest rates will start 31990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 2012 2014 2016 b
heading up as of mid-2017. Households would therefore be —— Average interest rate on household debt (left)

well advised to begin preparing for that possibility now, and " Debt service ratio —interest and principal (right)

to adjust the growth of their debt levels accordingly. Given Sourcss: Staistics Ganada and Desiarins, Economic Stucies

the current debt levels, a rise of just 60 basis points in the

average interest rate on household debt would push the debt avoided, even if the coming months bring us disappointing
service ratio above its historic peak. news on the economic front.

Implications: Given these high houschold debt levels,
the debt service ratio is quite sensitive to interest rate Benoit P. Durocher
fluctuations. In these circumstances, the Bank of Canada Senior Economist
will have to take very gradual steps when it starts raising
its interest rates. To maintain that leeway, the monetary
authorities must not wait too long before taking action.
Obviously, any further lowering of key interest rates is to be
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NotEe 1o READERS: The letters k, M and B are used in texts and tables to refer to thousands, millions and billions respectively.
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