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Is India’s household debt really low?
Yes and No

m  According to the Reserve Bank of India (RBI), household debt in India stood at 35.3% of GDP in FY22 (the latest official data).
Our estimates suggest that it has remained steady at 35.4% as of Dec’22 (or 3QFY23). A comparison of world’s major
economies confirms that while India’s household debt is very low compared to many advanced nations and China, it is still
higher than many other Asian emerging nations.

m Interestingly, although India’s household debt is much lower than that in advanced economies, the non-mortgage debt
stood at ~25% of GDP in CY22 in India, the same as in Australia and Japan, and higher than in world’s many other major
nations (including the US and China). Further details reveal that agricultural and business loans account for more than half
of non-mortgage household loans in India; on the other hand, education, credit cards, and consumer durables make up only
a small portion of the overall household debt. This break-up, notably, is very different in various nations.

® India’s total household debt is relatively low due to its limited share of mortgage debt, which was just about 10% of GDP in
CY22 as compared to 40% in China and Malaysia, 50% in the US, and as high as 87% in Australia. One of the reasons for low
mortgage debt could be the high share of rural areas (and thus, rural population) in India. Although ~65% of India’s
population stays in rural areas, they accounted for only about 15% of total individual housing loan (IHL) disbursed by
housing finance companies (HFCs) in FY22. Similarly, only about 6% of (outstanding) housing loans by scheduled commercial
banks (SCBs) accrues to the rural sector, whose share has fallen in the past decade.

®  Such low intensity of credit in the rural sector not only indicates a large potential, but also presents a structural constraint
to increase housing loans substantially in India.
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Non-mortgage household
debt in India was the same
as in Australia and Japan,
and higher than in many
other major nations
including the UK, the US

Non-mortgage household debt in India, however, is at ~25% of GDP, higher than
in many rich nations: There are two key components of household debt —
mortgage and non-mortgage debt. The former represents the long-term loans
taken for investment purpose, while the latter mostly comprises short-term loans
for consumption purposes.

Interestingly, although India’s household debt is much lower than that in almost all
advanced economies, the non-mortgage household debt was ~25% of GDP in
Dec’22 in India, lower than its peak of 26.8% of GDP in FY21 and compared to
20.3% of GDP a decade ago in FY12 (Exhibit 3). This level of non-mortgage
household debt in India was the same as in Australia and Japan, and higher than in
many other major nations including the UK, the US, and China (Exhibit 4). It is,

and China
however, the highest in South Korea and Thailand at more than 50% of GDP in
Dec’22.
Exhibit 3: HH non-mortgage debt was 25% of GDP in India... Exhibit 4: ...which is higher than many other major nations
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Businesses accounted for
30% debt, while agricultural
(or farm) loans accounted
for another quarter of such
debt in India in FY22

Source: RBI, NHB, CEIC, Various national sources, MOFSL

Agricultural and business loans account for more than half of non-mortgage
household debt in India: A look at the composition of non-mortgage household
debt reveals that businesses accounted for 30% debt, while agricultural (or farm)
loans accounted for another quarter of such debt in India in FY22 (Exhibit 5).
Among personal loans, vehicle (or automobile) loans account for only about 12% of
non-mortgage debt, which were almost equally distributed between SCBs and
NBFCs. Education, consumer durable, and credit card loans constituted a small
portion, about 1-3% of the total non-mortgage debt of households in India.

A comparison of the composition of non-mortgage household debt for a few
economies, for which we could find data, suggests that it is quite different in
various nations (Exhibit 6). Automobile loans account for as much as 30-40% of
non-mortgage debt in the US, Malaysia, and the Philippines (though we do not
have this data for China, it appears to be very low — probably in low single digits).
Similarly, while credit card loans make up for ~40% of such debt in the Philippines,
it accounts for 28% in China and 18% in the US. Further, we do not have
education/student loans for these nations, but its share is ~30% of non-mortgage
household debt in the US, compared to ~2% in India (and 3% in Thailand).
Unfortunately, we do not have a uniform break-up of non-mortgage debt across
nations to conduct a more useful analysis.
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Exhibit 5: Agricultural and business loans account for more
than half of household debt in India...

Exhibit 6: ...but the composition of non-mortgage
household debt is quite different in various nations
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Mortgage debt was as high
as 40% of GDP in China and
Malaysia, 50% in the US,
and as high as 87% of GDP
in Australia

Exhibit 7: Mortgage debt is only ~10% of GDP in India...

Based on FY22 data  Others include education loans, consumer durables, businesses etc.
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Source: RBI, NHB, CEIC, Various national sources, MOFSL

Lower household debt in India is because of very low mortgage debt...: The
primary factor contributing to the low level of household debt low in India is the
relatively small portion of mortgage debt. As of Dec’22, mortgage debt accounted
for only 10.3% of GDP, compared to its peak of 11% of GDP in FY21 and just 6% of
GDP a decade ago in FY12 (Exhibit 7).

A comparison of household mortgage debt across major nations confirms that it is
among the lowest in India. Mortgage debt was as high as 40% of GDP in China and
Malaysia, 50% in the US, and as high as 87% of GDP in Australia (Exhibit 8). In
contrast, mortgage debt was the lowest at just 3-4% of GDP in Indonesia and
Philippines.

Exhibit 8: ...which is among the lowest compared to others
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...Which may be because of a large rural sector in the country: One of the reasons
for such low mortgage debt in India could be a high share of rural areas (and thus,
rural population) in India. AlImost 65% of India’s population is estimated to live in
rural areas, compared to 72% as per 2001 Census and 80% according to the 1971
Census. It is then very intriguing to note that rural areas accounted for only ~15%
of total individual housing loan (IHL) disbursed by HFCs in FY22, lower than 20-21%
a few years ago (Exhibit 9).
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Exhibit 9: Less than 15% of IHL are disbursed to the rural
areas by HFCs now...

Exhibit 10: ...and rural sector accounts for only about 6% of
SCBs housing loans
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Exhibit 11: India’s household debt is low because of very low

mortgage debt...
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Since Scheduled commercial banks (SCBs) account for almost two-thirds of the
total mortgage loans, it is important to look at their composition. According to the
details, rural areas constitute merely 6% of SCBs’ total housing loans, with over half
of these loans accruing to the metropolitan areas (Exhibit 10). Additionally, their
share in SCBs’ household loans has also declined in the past few years.

Conclusion: Household debt may not rise substantially in India

Overall, there is no doubt that household debt is among the lowest in India
compared to other major nations. However, it is very important and interesting to
note that it is almost entirely because of low mortgage debt, since non-mortgage
household debt in India is higher than many advanced economies (Exhibit 11). The
share of mortgage debt is only ~30% of the total household debt in India, which is
only second to Indonesia (Exhibit 12).

Exhibit 12: ...as non-mortgage debt accounts for ~70% of
household debt in India
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It could be argued that increasing household debt higher in India can be achieved by
promoting mortgage debt. However, low rural credit may present both a potential
and a structural constraint since the willingness and creditworthiness of rural
households may vary significantly. Therefore, increasing household debt
substantially in India may not be an easy task due to these constraints and
variations.
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Ms. Kumud Upadhyay 022 40548082 servicehead@motilaloswal.com
Mr. Ajay Menon 022 40548083 am@motilaloswal.com

Registration details of group entities.: Motilal Oswal Financial Services Ltd. (MOFSL): INZ000158836 (BSE/NSE/MCX/NCDEX); CDSL and NSDL: IN-DP-16-2015; Research
Analyst: INHO00000412 . AMFI: ARN .: 146822. IRDA Corporate Agent — CA0579. Motilal Oswal Financial Services Ltd. is a distributor of Mutual Funds, PMS, Fixed Deposit,
Insurance, Bond, NCDs and IPO products.

Customer having any query/feedback/ clarification may write to query@motilaloswal.com. In case of grievances for any of the services rendered by Motilal Oswal Financial Services
Limited (MOFSL) write to grievances@motilaloswal.com, for DP to dpgrievances@motilaloswal.com.
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