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How is household debt incorporated into Moody’s 
ratings?
The level of household debt is not a direct input into the sovereign rating as it is not part of 
the scorecard used by sovereign analysts and committees 

It is however an integral part of the “considerations” as it indirectly impacts several ratios: 

» Economic stability – as evidenced in study by Nationalbanken

» Government access to funding – competition with households

» “Investor sentiment effects”

Our assessment of risks in the banking sector is also (and more directly) impacted by 
household debt.

» Again the level of household debt is not directly incorporated into the scorecard we use*

– *We recently sent out a request for comment on a proposed revised banking methodology where household debt is

a direct input to the “macro score”  incorporating both level and trend in private sector-debt/GDP (See appendix)

However, also under our current methodology, the level and trend in household debt is a key 
discussion point as it has clear implications for the banking sector through:

– Debt servicing burden – a bit like Debt/EBITDA is an indicator for corporates

– Interest rate sensitivity

– Funding risks – how is the household debt funded by the banks (refinancing risk)?

– Economic volatility – again as evidenced in study by Nationalbanken
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Things we consider when assessing the risk posed by 
household debt 
Our ratings are essentially relative, so we are in effect considering the relative risk to 
sovereigns and banks stemming from the level and trend in household debt. 

We rate banks in 96 different countries and know that the “simple” measure of private-
sector debt/DGP is inconsistent between countries and does not lend it self to a high 
degree of precision in determining the relative impact.

In addition for each country a number of things need to be considered: 

» The debt split – mortgage vs. consumer

» The level of house ownership – on vs. off-balance sheet liability

» Household assets – asset liquidity, correlation between debt and assets

» Funding - e.g. domestic vs. international, savings patterns, investor profile (e.g. long term savings vs. 
liquidity)

» The distribution around the average (remember our focus is on the negative side of the distribution 
and a few standard deviations from the mean)

In conclusion: We can not isolate the impact of the relatively high household debt level in Denmark on 
the Danish bank’s ratings, but the level of household debt matters to the financial strength of the 
banking sector and therefore also to our ratings. However, assessing the impact both absolute and 
relative is complex. We place as much importance on the trend in household debt for each system. 
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Also the trend needs some interpretation   

The trend tends to be correlated with house prices, so a positive i.e. falling trend will often  
be a result of falling house prices, which has negative implications on other parts of the 
economy and hence the bank’s operating environment. 

Also more general deleveraging can be “pro-cyclical” in economic downturns and have 
negative implications elsewhere in the economy.

That being said, a falling trend does signal reducing household leverage and hence debt 
servicing burden and interest rate sensitivity – all else being equal. 

Does it matter how the level is reduced? 

• In principle no, the high level measure (household-debt/GDP) or the long term trend 
does not distinguish between e.g. interest-only loans or amortizing loans that are 
“topped up” keeping the outstanding loan amount stable. The difference to us is more 
related to the demonstrated ability to amortize in the latter case.

Again the conclusion is that the level and trend in household debt it matters, but the effect 
can not be isolated and changes in the debt level needs to be considered against the 
impact it has on other factors impacting the financial strength of banks.
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From our recent Danish banking system outlook  

» .... the high household debt level in Denmark combined with a high share of variable-rate lending means that Danish households on 
average remain very sensitive to increases in interest rates. 

» The debt-to-income ratio has shown a modest fall in Denmark since the start of the crisis, in contrast to the increasing trend in the 
other Nordic countries (see Exhibit 16). We attribute the trend in Denmark largely to falling property prices and the general
deleveraging trend in the Danish economy. Lending statistics to June 2014 show continued flat year-on-year lending to households
from the banks and MCIs combined, pointing to a continued modestly falling debt-to-income trend. 

» Danish households also have relatively high levels of assets, e.g. pension assets, but these assets do not typically provide regular 
income to households until retirement, meaning that returns on these assets will not compensate for higher debt-servicing costs as a 
result of increasing interest rates. An analysis by the Danish central bank in 2011 did, however, indicate that most households will be 
capable of coping with a more than 5% percentage point increase in interest rates. Our central interest-rate scenario is for rates to 
remain low during the outlook period. 
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Appendix  (From our request for comment for proposed new banking 
methodology)

Level of private-sector credit/GDP 

The level of private-sector credit/GDP is a basic measure of leverage. The greater the stock of debt in 
relation to national income, the harder borrowers are likely to find it to repay that debt, other things being 
equal, and the more debtors are exposed to economic activity or shock. This is borne out by academic 
studies, which demonstrate that the credit/GDP ratio can be correlated with whether a subsequent boom 
turns into a credit bust with damaging consequences. The ratio requires careful interpretation: higher 
levels of debt are the natural consequence of financial deepening as economies develop and, hence, 
may be more sustainable for some mature economies than for others.(19) We score this ratio along the 
same scale as other factors considered in the Sovereign Scorecard, using data collected by our 
Sovereign Risk Group. 

Growth in private sector credit/GDP 

Rapid growth in private-sector credit is a classic indicator of an economic boom because it marks a 
deviation between credit and economic activity and this indicator is significant in our study of recent bank 
failures. Moreover, much academic literature concurs that it is an important indicator of greater risk-
taking, which often precedes a crisis. We score this factor using the scale below, using data collected by 
our Sovereign Risk Group. Once again, the accumulation of debt is sometimes associated with the 
natural process of financial deepening in developing economies, or sustainable increases in asset prices, 
and rapid growth does not necessarily signal the same risks in different economies. 

(19) See IMF Staff Discussion Note, Policies for Macrofinancial Stability: How to Deal with Credit Booms, June 7, 2012. 



7Kim Bergoe, September 2014

Kim Bergoe
Vice President – Senior Credit Officer
+44(0)2077721659
kim.bergoe@moodys.com



8Kim Bergoe, September 2014

© 2014 Moody’s Corporation, Moody’s Investors Service, Inc., Moody’s Analytics, Inc.  and/or their 
licensors and affiliates (collectively, “MOODY’S”). All rights reserved.

CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. (“MIS”) AND ITS 
AFFILIATES ARE MOODY’S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF 
ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND CREDIT 
RATINGS AND RESEARCH PUBLICATIONS PUBLISHED BY MOODY’S (“MOODY’S 
PUBLICATIONS”) MAY INCLUDE MOODY’S CURRENT OPINIONS OF THE RELATIVE FUTURE 
CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES. 
MOODY’S DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET ITS 
CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED 
FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY 
OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR 
PRICE VOLATILITY. CREDIT RATINGS AND MOODY’S OPINIONS INCLUDED IN MOODY’S 
PUBLICATIONS ARE NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. MOODY’S 
PUBLICATIONS MAY ALSO INCLUDE QUANTITATIVE MODEL-BASED ESTIMATES OF CREDIT 
RISK AND RELATED OPINIONS OR COMMENTARY PUBLISHED BY MOODY’S ANALYTICS, INC. 
CREDIT RATINGS AND MOODY’S PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE 
INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS AND MOODY’S PUBLICATIONS 
ARE NOT AND DO NOT PROVIDE RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD 
PARTICULAR SECURITIES. NEITHER CREDIT RATINGS NOR MOODY’S PUBLICATIONS 
COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR. 
MOODY’S ISSUES ITS CREDIT RATINGS AND PUBLISHES MOODY’S PUBLICATIONS WITH THE 
EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL, WITH DUE CARE, MAKE 
ITS OWN STUDY AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION 
FOR PURCHASE, HOLDING, OR SALE. 

MOODY’S CREDIT RATINGS AND MOODY’S PUBLICATIONS ARE NOT INTENDED FOR USE BY 
RETAIL INVESTORS AND IT WOULD BE RECKLESS FOR RETAIL INVESTORS TO CONSIDER 
MOODY’S CREDIT RATINGS OR MOODY’S PUBLICATIONS IN MAKING ANY INVESTMENT 
DECISION.  IF IN DOUBT YOU SHOULD CONTACT YOUR FINANCIAL OR OTHER 
PROFESSIONAL ADVISER.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT 
LIMITED TO, COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR 
OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, 
DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR 
ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS 
WHATSOEVER, BY ANY PERSON WITHOUT MOODY’S PRIOR WRITTEN CONSENT. 

All information contained herein is obtained by MOODY’S from sources believed by it to be accurate 
and reliable. Because of the possibility of human or mechanical error as well as other factors, 
however, all information contained herein is provided “AS IS” without warranty of any kind. MOODY'S 
adopts all necessary measures so that the information it uses in assigning a credit rating is of 
sufficient quality and from sources MOODY'S considers to be reliable including, when appropriate, 
independent third-party sources. However, MOODY’S is not an auditor and cannot in every instance 
independently verify or validate information received in the rating process or in preparing the Moody’s 
Publications. 

To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, 
representatives, licensors and suppliers disclaim liability to any person or entity for any indirect, 
special, consequential, or incidental losses or damages whatsoever arising from or in connection with 
the information contained herein or the use of or inability to use any such information, even if 
MOODY’S or any of its directors, officers, employees, agents, representatives, licensors or suppliers 
is advised in advance of the possibility of such losses or damages, including but not limited to: (a) any 
loss of present or prospective profits or (b) any loss or damage arising where the relevant financial 
instrument is not the subject of a particular credit rating assigned by MOODY’S.

To the extent permitted by law, MOODY’S and its directors, officers, employees, agents, 
representatives, licensors and suppliers disclaim liability for any direct or compensatory losses or 
damages caused to any person or entity, including but not limited to by any negligence (but excluding 
fraud, willful misconduct or any other type of liability that, for the avoidance of doubt, by law cannot be 
excluded) on the part of, or any contingency within or beyond the control of, MOODY’S or any of its 
directors, officers, employees, agents, representatives, licensors or suppliers, arising from or in 
connection with the information contained herein or the use of or inability to use any such information.

NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, 
COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY 
SUCH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY’S IN 
ANY FORM OR MANNER WHATSOEVER.

MIS, a wholly-owned credit rating agency subsidiary of Moody’s Corporation (“MCO”), hereby 
discloses that most issuers of debt securities (including corporate and municipal bonds, debentures, 
notes and commercial paper) and preferred stock rated by MIS have, prior to assignment of any 
rating, agreed to pay to MIS for appraisal and rating services rendered by it fees ranging from $1,500 
to approximately $2,500,000. MCO and MIS also maintain policies and procedures to address the 
independence of MIS’s ratings and rating processes. Information regarding certain affiliations that 
may exist between directors of MCO and rated entities, and between entities who hold ratings from 
MIS and have also publicly reported to the SEC an ownership interest in MCO of more than 5%, is 
posted annually at www.moodys.com under the heading “Shareholder Relations — Corporate 
Governance — Director and Shareholder Affiliation Policy.”

For Australia only: Any publication into Australia of this document is pursuant to the Australian 
Financial Services License of MOODY’S affiliate, Moody’s Investors Service Pty Limited ABN 61 003 
399 657AFSL 336969 and/or Moody’s Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 
(as applicable). This document is intended to be provided only to “wholesale clients” within the 
meaning of section 761G of the Corporations Act 2001. By continuing to access this document from 
within Australia, you represent to MOODY’S that you are, or are accessing the document as a 
representative of, a “wholesale client” and that neither you nor the entity you represent will directly or 
indirectly disseminate this document or its contents to “retail clients” within the meaning of section 
761G of the Corporations Act 2001. MOODY’S credit rating is an opinion as to the creditworthiness of 
a debt obligation of the issuer, not on the equity securities of the issuer or any form of security that is 
available to retail clients. It would be dangerous for “retail clients” to make any investment decision 
based on MOODY’S credit rating. If in doubt you should contact your financial or other professional 
adviser.


