Data snapshot

- Thursday, 30 April 2020
Private Sector Credit
It’s Business Time, but not For Long

e  Credit growth in the private sector surged 1.1% over the month in March, driven by a sharp rise
in lending to businesses. It was the strongest monthly pace of growth since December 2007.

e Businesses appeared to take advantage of the RBA’s largest ever stimulatory move announced
on March 19, despite heightened movement restrictions. Firms were likely looking to build cash
holdings ahead of a big crunch in revenue.

e Business credit rose 2.9% in March, its fastest monthly increase since 1987.

¢ Underlying segments of credit were mixed, reflecting the rapidly evolving policy response to the
novel coronavirus outbreak in Australia.

o Housing credit continued to grow modestly, at a 0.3% pace. In March, growth was driven by
owner-occupier credit, which grew 0.5%.

e The long-running trend of declining other personal credit (which includes personal loans and

credit cards) accelerated in March as uncertainty around household incomes mounted. Other
personal credit fell 1.4% over the month.

e The coming months are likelyto see a reduction in outstanding credit as headwinds to the
economy intensify. Stimulus and support measures from the RBA, Federal government and
banks will go some way to underpin credit, particularly for businesses as shown in today’s data.
However, with a deep economic contraction underway, the strong lift in credit over March is
unlikely to last.
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Creditgrowth inthe private sector surged 1.1% overthe month in March. It was the fastest

monthly pace of growth since December 2007 and was up sharply from 0.4% in February. On an
annual basis, growth increased to 3.6%.

The dynamics of the increase were mixed, reflecting the rapidly evolving policy response to the
novel coronavirus outbreak in Australia, and the extraordinary disruption to economic activity
from the restrictions to contain the virus. Creditextended to businessesrose 2.9% in March —the
fastest pace of growth since December 1987.
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Overalllendingforhousing rose 0.3% and “other persona
personal loans) decreased 1.4%.

credit (whichincludes credit cards and

Growth in housing creditamong owner-occupiers has been robust since the housing market
turned inthe middle of lastyear. This momentum likely carried into at least half way through the
month in March, before social distancing measures were introduced. The National Crisis Cabinet
was formed on March 13, and restrictions were heightened over the following weeks, including
the banningof physical auctions as of March 26.

Owner occupier creditexpanded 0.5% in March followinga 0.4% increase in February. On an
annual basis, credit to owner occupiers was up 5.2% in March. Housing credit to investors fell 0.1%
in March followinga0.0% outturn in February. On a monthly basis, investor credit has barely
grown since 2018 and was down 0.4% on an annual basis in March. Overall lending for housing
maintained a 3.1% annual rate of increase for the third consecutive month in March.

Businesses appeared to take advantage of the Reserve Bank (RBA)’s comprehensive stimulus
measures announced on March 19, despite heightened movementrestrictions that were sure to
have an impact on economicgrowth and profits. The RBA cut rates to a record low of 0.25%,
launched a $90 billion term funding program for businesses, particularly for small and medium
sized businesses andintroduced ayield target on the 3-year government bond of 0.25%,
effectively implementing quantitative easing. Major banks and lendinginstitutions also pledged to
support businesses that had theircash flow affected by the measures to contain the coronavirus
through additional lendingand amendments to payment obligations.

Itis not yet clear what proportion of the additional credit extended to businesses was for investing
in new opportunities at lowerrates, and what was intended to be used to smooth cash flow
disruptions. Giventhe need of businesses forgreater cash flow facing big reductions to their
revenue, itis likelyto be the latter.

In additionto the swathes of liquidity provided by the RBA and the support packages from the
banks, the Federal governmentintroduced the largest fiscal stimulus package in Australia’s history.
Support packages from banks have included loan repayment deferrals for households and
businesses, which would increase the amount of outstanding credit than would otherwise have
occurred if these payments were being made.

“Other personal” credit, fell by 1.4% in March, its largest contraction since November2008. There
has been a gradual shiftaway from traditional forms of non-mortgage borrowing over the past
few years. However, uncertainty around the coronavirus spread and restrictions affectingretailing
which came into force in the latter half of the month may have accelerated this trend. On an
annual basis, other personal credit was down 6.5% in March. The sector has recorded annual
declines every month since January 2016.

There are some powerful forces are impacting the amount of outstanding private credit. Firstly,
businesses are seeking to maintain cash flows amid a hit to their revenues. Secondly, a
deteriorationinthe labour market is limiting the ability for households to take on more debt.
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Nonetheless, an unprecedented level of support and liquidity is being provided to the economy.

However, the coming months should see a contraction in credit as headwinds to the economy
intensify.

Nelson Aston, Economist
Ph: 02-8253-0898
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