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Lower Debt Benefits Borrowers and Businesses
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hen household incomes are not sufficient to
\ ’s / pay cash for big-ticket items such as homes
and cars, people borrow money and promise
to repay the loans. On a macro level, household debt can
contribute to economic growth by increasing consumer
expenditures on goods and services. For instance,
household expenditures financed by cashing in on home

equity played a significant role in the U.S. economy’s
growth rate in the early 2000s.

However, the financial crisis of 2007-08, the U.S.
subprime mortgage crisis of 2007—09, and the Great
Recession (GR) revealed the danger of excessive
household debt. Since the end of the GR, monitoring and
controlling household debt levels have become impor-
tant functions of central banks and regulatory agencies.
To perform these functions, more data on household debt
balances have been compiled and are now available.

The Real Estate Center at Texas A&M University has an
ongoing research program to monitor Texas household
loans with a focus on mortgage loans because these
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The Takeaway

Lower debt burdens have enabled Texas house-

holds to use their borrowing capacity to buy
consumer goods, especially cars and trucks, thus
contributing to Texas economic growth.

account for the majority of household loans. Here is
what the research found.

Texas per capita debt balances have been his-
torically smaller than the nation’s mainly due to
smaller mortgage loans, a consequence of lower
average home prices in Texas.

Mortgage debt per capita in both Texas and the
U.S. have trended downward since the end of the
GR, probably attributable to the Dodd-Frank Act.

Taking advantage of lower mortgage loans, Texans
have been using their borrowing capacity on cars,



resulting in higher-than-national- Figure 1. Total Debt Balance Per Capita

average car loans. 100 Toxas

» Lower debt balances enabled 80 us.
Texas households to suffer less in California
the GR and weather the financial 60

storm of 2007—-09 better than the
rest of the U.S.

Total Household Debt

Historically, Texas’ average levels of
per capita total household loans have
been smaller than the nation’s since
debt data series have been available
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(Figure 1). Figure 2. Annual Growth Rates of Total
, Debt Balance Per Capita

Texas had a per capita total debt bal- 30

ance of $18,010 in first quarter 1999 e

compared with $21,470 for the nation 20 a N e— .S.

and $31,760 for California. The state’s California

per capita total loans increased by 99.4
percent from first quarter 1999 to first
quarter 2008 when Texas, like the rest of
the nation, took advantage of low-cost
loans engineered by the Fed to help the
U.S. economy recover from the reces-
sion of 2001.
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However, Texas' borrowing growth Texas A&M University

rate was less than the 177.1 percent for

California and the national average of 142.5 percent
over the same period. Texas reached its pre-GR bor-
rowing peak of $37,170 in fourth quarter 2008 com-
pared with the nationwide peak of $53,040 in third
quarter 2008 and California’s peak of $88,010 in first

The nation’s per capita total debt fell 12.1 percent
from its peak level in third quarter 2008 to $46,600 in
third quarter 2016 while California’s per capita total
debt decreased by 25 percent from its pre-GR peak to
$66,020.

quarter 2008.

In the aftermath of the
GR, the state’s per capita
total loans changed little
due to risk-averse lend-
ers and borrowers and
more stringent borrow-
ing rules implemented
by the Dodd-Frank

Act (Figure 1). Texas
per capita total debt
increased 4.4 percent
from its peak level in
fourth quarter 2008 to
$38,800 in third quarter
2016, the last quarter for
which data is available.

Measuring Debt

ousehold loans are the amount of funds borrowed by all house-

holds from the financial system. They fall into five categories:

mortgage loans, car loans, credit card loans, student loans, and
home equity line of credit loans. Household loans are commonly mea-
sured and expressed in terms of per capita and computed by dividing the
aggregate dollar volume of loans in a period by the number of individu-
als with a credit report; that is, debt balance per individual with a credit
report in a period.

This research uses quarterly time series data on household debt compiled
by the Federal Reserve Bank of New York. The time series of Texas total
household loans are from first quarter 1999 while time series of the com-
ponents of total loans are available from second quarter 2010.




ortgage accounts

include all mortgage

installment loans,
including first mortgages and
home equity installment loans
(HEL), both of which are closed-
end loans. Home Equity Revolv-
ing accounts (aka Home Equity
Line of Credit or HELOC), unlike
home equity installment loans,
are home equity loans with a re-
volving line of credit that allows

Source: Federal Reserve Bank of New York

Higher growth rates of household loans were blamed
for the financial crisis of 2008. But Texas experienced
lower-than-national-average growth rates of per capita
total loans before the GR as well as smaller decline rates

during the GR (Figure 2).
Mortgage Loans

Texas’ per capita mortgage loan

fell from $23,999 in second quarter
2010 to $23,300 in third quarter
2016 (Figure 3). Over the same
period, the U.S. per capita mortgage
loan fell from $36,339 to $31,500
while California’s per capita mort-
gage loan decreased from $62,529
to $51,160.

Mortgage loans account for the larg-
est category of household loans in
both Texas and the U.S., but Texas’
share of mortgage loans in total
loans has been smaller than national
averages. Texas’ share of mortgage
loans as a percentage of total house-
hold loans fell from 66.4 percent of
total loans in second quarter 2010
to 60.1 percent in third quarter 2016
(Figure 4). The nation’s share of
household mortgage loans de-
creased from 72.9 percent to 67.6
percent while the corresponding
share for California fell from 79.8
percent to 77.5 percent over the
same period.

Loan Types

the borrower to choose when
and how often to borrow up to
an updated credit limit.

Auto loans are loans taken out
to purchase a car, including auto
bank loans provided by bank-
ing institutions (banks, credit
unions, and savings and loan
associations), and auto finance
loans, provided by automobile
dealers and automobile financing

companies. Bank card accounts
(or credit card accounts) are
revolving accounts for banks,
bank card companies, national
credit card companies, credit
unions, and savings and loan
associations. Student loans
include loans to finance edu-
cational expenses provided by
banks, credit unions, and other
financial institutions as well as
federal and state governments.

Texas’ lower levels of mortgage loans and smaller shares
of mortgage loans are mainly due to lower-than-nation-
al-average home prices in Texas. Historically, Texas
home prices have been lower than national averages, and

since 2000, the state’s average home price with a con-

Figure 3. Mortgage Loan Per Capita
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Figure 4. Shares of Mortgage Loans
in Total Household Loans

90

80 —==——
k= e
S 70
-7} T
a \

e Texas ———
60 U.S.
California
50| T T T I T T T I T T T I T T T I T T T I T T T I T T T
2010 2011 2012 2013 2014 2015 2016 2017

Source: Federal Reserve Bank of New York



ventional mortgage loan has been 78
percent of national averages (Figure 5).

Car, Credit Card,
Education Loans

Smaller mortgage loans have enabled
Texans to allocate more of their bor-
rowing capacities for purchasing cars.
Texas’ per capita auto loan in second
quarter 2010 was $4,176.6 compared
with $2,932.1 for the U.S. and $2,835.3
for California (Figure 6). After the
U.S. economy recovered from the

GR, Texas’ per capita auto loan rose

to $6,250 in third quarter 2016, a 49.6
percent increase from second quarter
2010. Over the same period, per capita
car loans for the U.S. increased 46 per-
cent to $4,280 while California’s rose
44.2 percent to $4,090.

Credit card loans have also been
blamed for the 2008 financial crisis.
However, Texas consumers managed to
maintain lower-than-national-average
levels of credit card debt (Figure 7).

While auto loan balances have been
trending upward in both the state and
the nation during the recovery from the
GR, credit card balances took a down-
ward trend that continued until early

in 2014 and since then have trended
upward. Texas’ per capita credit card
loan fell from $2,991.7 in second quar-
ter 2010 to $2,490 in first quarter 2014
and since then has increased to $2,790
in third quarter 2016.

The nation’s per capita credit card loan
decreased from $3,108.1 in second
quarter 2010 to $2,580 in first quarter
2014 and since then has increased to
$2,820 in third quarter 2016 while Cali-
fornia’s fell from $3,647.4 to $2,930
and then rose to $3,070 over the same
period.

About 59 percent of Texas students at
four-year public and private institutions
had student loans when they graduated
in 2014. Student debt per borrower has
been trending upward since data were
available in 2011, but Texas students

Figure 5. Average Home Prices
with Conventional Mortgage
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Figure 6. Auto Loans Per Capita
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Figure 7. Credit Card Loan Per Capita
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Figure 8. Student Loan Per Borrower
e Texas

P ad
S~

e
&

Thousand Dollars Per Borrower
S
o

* —
3.0' T T I T T I T T I T T I T T I T T I
2011 2012 2013 2014 2015 2016 2017

Source: Federal Reserve Bank of New York



Figure 9. Home Equity Line of Credit Per Capita
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have managed to graduate with lower-than-national-
average student loans (Figure 8). Average loan balance

per Texas student in third quarter 2016
was $4,420, less than national average of
$4,830 in the same quarter.

Texas voters approved two amendments
to the state’s constitution in 2003 allow-
ing financial institutions to offer home
equity lines of credit (HELOC). The
home equity loan is subject to several re-
strictions. The most important one is that
the total of all loans secured on a home
cannot exceed 80 percent of the home’s
fair market value. Similar to mortgage
debt balances, Texans have maintained
lower levels of HELOC compared with
national averages and California’s per
capita HELOC (Figure 9).

Texans Kept Promises
to Repay Loans

Lower levels of loans can increase the
ability of borrowers to repay their loans
and weather financial storms. Not sur-
prisingly, Texans suffered less than the
rest of the nation in the GR because they
had lower levels of debt.

Before the GR, Texans had higher-than-
national-average percentage of debt bal-
ances 90-plus days late. During the GR,
the highest percentage of late debt bal-
ances was 6.2 percent compared with 8.6

Figure 10. Percent Debt Balances 90-Plus Days Late
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Figure 11. Percent of Mortgage Debt Balances
90-Plus Days Late
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percent for the nation and 12.5 percent for California in
first quarter 2010 (Figure 10). The maximum percentage
of mortgage debt balances more than 90 days late in the
same period for Texas was 4.4 percent compared with a
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Figure 12. Percent of Consumers with New Foreclosures
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national average of 8.9 percent and 12.9
percent for California (Figure 11).

In the GR, the maximum percentage of
consumers with new foreclosures for
Texas was 0.13 percent compared with
0.24 percent for the U.S. and 0.50 per-
cent for California (Figure 12).

Lower home prices have allowed Texas
households to maintain lower debt bur-

dens. Because of this, Texas households
weathered the financial storm of 2007—

08 better than the rest of the U.S. #*
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