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Foreword
Paul Hackett, Director of the Smith Institute, and Sara Llewellin, Chief 
Executive of the Barrow Cadbury Trust 

UK personal debt has doubled over the past decade to £1.6 trillion, and is forecast to rise 
to £2.1 trillion by 2015 (taking the average household debt to £84,365). Total lending 
is now more than the country’s total output, with “stressed” unsecured borrowing 
reaching record highs. 

Do such high levels of indebtedness matter? Which groups are most at risk? How 
serious will the problem get? Do we have the right regulatory systems and agencies 
in place to cope with a personal debt crisis? And what alternative policies are on offer 
to deal with the wider impacts of the UK’s debt legacy? The contributors to this report 
have expertly grappled with these questions, collectively helping to push the issue of 
personal debt higher up the political agenda. 

In theory, the UK’s reliance on debt-fuelled consumption and mortgage debt should not 
be a problem. But, as the authors in this report demonstrate, the burden of servicing 
large debts creates serious problems for many individuals and families when real wages 
are falling, unemployment rising, inflation increasing and property values uncertain. 

This report, which links to other Smith Institute research on wealth and income 
inequalities and to the Barrow Cadbury Trust’s work on poverty and inclusion, places 
the policy spotlight on these concerns as well as offering new thinking on debt advice 
and credit management. It is a timely publication, which we hope will be a useful guide 
to practitioners, politicians and policy makers.

We would like to thank Mick McAteer for editing this monograph and offer our thanks 
to all the authors for their excellent contributions. 
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Introduction
Mick McAteer, Director of the Financial Inclusion Centre

I am very pleased to have been asked by The Smith Institute to be involved in this 
important and timely book. UK household debt now stands at 160% of annual 
disposable income. If the Office for Budget Responsibility forecasts are to be believed, 
this will rise to 175% by the end of 2015. People talk about a debt mountain. In truth, 
we face a debt mountain range – alongside personal debt stands public debt, and other 
future debts in the form of unfunded welfare liabilities. This publication concentrates 
on personal debt. 

Debt is not a “bad thing” per se. Debt is a claim on future incomes and allows 
households to bring forward purchases that they cannot afford to fund from current 
resources. Mortgage debt allows people to borrow to purchase a home and, in theory, 
pay off the debt and accumulate assets over time. Similarly, other types of debt – such 
as unsecured debt – can help households to smooth out fluctuations in income. Many 
people will argue that even sub-prime lenders of various types have a role to play. 
Indeed, most households do not have a problem with debt – at least in the short term.

However, debt is a problem for households when it is exploitative or predatory, is 
difficult to manage, affects quality of life, or when it has a detrimental effect on the 
financial decisions of households such as by diverting income away from savings or 
pensions. Moreover, it should be recognised that one individual’s debt is another’s 
assets. Debt has facilitated a huge intergenerational transfer of wealth through the 
mechanism of rising property prices, to the benefit of older, wealthier households but 
to the likely future detriment of younger generations. At the macroeconomic level, UK 
policy makers face a dilemma in weaning the UK economy off its dependency on debt-
fuelled consumption. Debt plays a much greater role in the lives of UK households 
compared with most of their European counterparts, not just financially but socially 
and culturally too.

This reliance on debt left the UK household sector extremely vulnerable in the run-up 
to the financial crisis. Arguing that financial catastrophe was averted may be putting 
it too strongly, but there is no doubt that policy interventions and behaviour by the 
banks sheltered UK households from the gathering perfect storm created by record 
levels of debt, low savings and global financial crisis. But we must avoid complacency. 

Record low interest rates and temporary coping strategies adopted by home owners 
and lenders (for example, the growth in interest-only mortgages and high levels of 
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forbearance exercised by lenders) conceal a potential iceberg of problems in the UK 
mortgage market. Some 11% of mortgages are currently in financial difficulty, and the 
proportion of households reporting payment difficulties is at 1995 levels even though 
the benchmark LIBOR rate is 5% lower now.1 Many households are at best treading 
water, and very vulnerable to financial shocks. I dread to think what the position would 
be if benchmark interest rates were at “natural” levels. 

The problems have not disappeared, but simply been displaced. We still need to deal with 
the legacy of debt. Scanning the horizon, a number of worrying debt-related financial 
challenges for UK households can be foreseen in the short, medium, and longer terms. 

Debt will define the experiences of the haves and have-nots. The haves in this case 
are households with no or low debts, and which have savings and assets to provide 
a cushion in case of hard times, sufficient income not to have to rely on credit to 
make ends meet, and the prospect of future asset accumulation. The have-nots are 
the millions of households burdened by debt, with little or no savings to protect 
themselves, struggling to make ends meet every month, and increasingly vulnerable to 
predatory lending practices, with limited prospects of asset accumulation.

We enter a new economic paradigm of low economic growth, low interest rates and 
financial returns, and higher inflation (that is, higher than is consistent with the current 
low-growth environment) with this legacy of high personal debt. This will have an 
impact on revenues and the sustainability of business models in the financial services 
industry. The mainstream financial sector is likely to focus even more on profitable, 
lower-risk consumers, leading to greater financial exclusion and growing numbers of 
consumers exposed to detrimental practices in the less regulated markets. 

Debt affects different generations in different ways. In the long term, we may witness 
the breakdown of the historic lifecycle model of debt and asset accumulation for many 
households. Many of the current “young-middle age” generations of households who 
currently have huge secured and unsecured debts cannot look forward to the same 
pattern of income growth to facilitate debt repayment and accumulate net wealth as 
preceding generations. 

Climbing on the housing ladder has become more difficult for first-time buyers. In 
future, the opportunity may be restricted to those able to rely on support from the 

1 See: Financial Inclusion Centre Debt and Household Incomes, first report in the debt and family series commissioned 
by the Consumer Credit Counselling Service (2011) (http://www.inclusioncentre.org.uk/debt_and_family_17.html)
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Bank of Mum and Dad or on inheritances. The recycling of debt-generated wealth from 
older generations to their dependants may perpetuate existing disparities in wealth 
and incomes within current generations.

This is even before the full effects of student debt are felt. Recent estimates suggest 
that new generations could end up with student debts of over £50,000. Total student 
debt is estimated to grow to £153 billion in real terms by 2031, with annual repayments 
worth £7 billion a year in today’s money.

In the long term, the need to repay debts over a longer period, and the inability to 
build up assets and incomes, will surely have an impact on the retirement plans of 
many households. We may also see an increase in problem mortgage debt among older, 
retired households as the wave of over-indebted late middle-age households move 
towards retirement. 

To deal with the debt challenge, we need a clear strategy with the following core 
objectives:

• to identify the most financially vulnerable households so that consumer 
protection and resolution measures can be targeted – it is not just households 
already in financial difficulty that are a priority; there are as many households 
in the “danger zone” who are very vulnerable to even small changes in their 
financial circumstances;

• in the short term, to protect the most financially vulnerable through the 
provision of independent debt advice and robust consumer protection measures;

• to develop long-term policies to deal with the wider consequences the debt 
legacy has for UK households and the financial services industry;

• to identify effective interventions to convert the UK from a debt culture to a 
savings culture and promote self-reliance; 

• to improve regulation so that protecting consumers from oversupply of 
credit and predatory lending is balanced with the need to maintain access to 
affordable mainstream credit; and

• to increase access to alternative, sustainable sources of fair and affordable credit 
for households to which it is not viable for mainstream financial institutions to 
lend.

However, debt is not purely a financial or consumer protection matter. It is time to have 
a frank, open debate about the future role of debt in UK society, and the contributions 
in this publication from some of the best-known experts in the field will help us to set 
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the terms of that debate as well as to meet the challenge. 

UK households are not homogeneous and experience debt in different ways. While 
households on medium and higher incomes are not immune to problems, evidence 
strongly suggests that households on low-to-medium incomes and low incomes are 
particularly vulnerable.

Vidhya Alakeson and Matthew Whittaker from the Resolution Foundation highlight 
how many of the “squeezed middle” were increasingly reliant on debt to purchase 
aspirational goods such as holidays and home ownership. They were more financially 
vulnerable than those higher up the income distribution and less well equipped to deal 
with the downturn that hit in 2008. The difficulties they now face are compounded by 
continuing stagnation in the wages of ordinary workers, cuts to public-sector support 
(tax credits in particular) and high inflation.

However, in a powerful article, Grahame Whitfield from the Joseph Rowntree 
Foundation (writing in a personal capacity) reminds us that the voice of the most 
vulnerable is not being heard. The dominance of the overarching narrative (profligate 
households choosing not to live within their means) and the recent focus on the 
“squeezed middle” are an unwelcome distraction from the need to improve the lives of 
the poorest in our society. Indeed, research confirms that lowest-income households 
are the most over-indebted and more likely than most to be in financial difficulties.2 

Sean Duggan, chief executive of the Centre for Mental Health, reminds us that debt is 
not just a financial issue – it can cause wider problems such as relationship and family 
breakdown, and can compound isolation and social exclusion. Being in debt can be 
detrimental to a person’s mental health, while, conversely, concealing living with a 
mental health problem increases the likelihood that a person will fall into debt.

One thing that most stakeholders (consumer activists, policy makers, regulators 
and much of the financial services industry itself) seem to agree on is the need for 
households to get the effective, objective debt advice they need to support them 
through difficult times. The existing debt-advice charities have done a commendable 
job under difficult circumstances. However, as Gordon Bell, chief executive of the 
Consumer Credit Counselling Service, points out, advice agencies reach only a minority 
of the households that could benefit from debt advice. Gordon sets out a strategy for 
maximising the number of people reached – all the more critical, given the threats 

2 Ibid
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posed by fee-charging commercial debt management providers who can exacerbate 
the problems faced by vulnerable households. 

Joanna Elson, chief executive of the Money Advice Trust, also highlights the very real 
benefits that debt advice provides for consumers and wider society, while pointing 
out that only a small minority of vulnerable consumers are accessing debt advice. 
She argues that if we are to improve the chances of consumers getting the right debt 
advice, we first need to get a much better understanding of who needs advice and 
work out the best channels for delivering that advice.

The fundamental purpose of regulation is to make markets work for consumers and, in 
particular, to protect the most vulnerable in society. This is not patronising or “nanny-
statist”. It recognises the damage that can be inflicted on the most economically 
vulnerable in society. However, marginalised consumers do not, unfortunately, have the 
voice or financial clout to make markets, policy makers and the media sit up and take 
notice, and because of this (I would argue) the consumer protection regime governing 
the sale of products that financially vulnerable consumers use is weaker than that 
governing the sale of mainstream market products aimed at Middle England. 

And it is the debt markets where the impact of weak regulation is felt most. Assuming 
they can access markets in the first place, financially vulnerable consumers are more 
likely to be ripped off, and any loss has a greater monetary impact. To add insult 
to injury, the “solutions” offered can exacerbate the original detriment – commercial 
fee-charging debt management providers are a case in point. However, it does not 
end there. Financially vulnerable consumers are less likely to know and exercise their 
consumer rights. 

This, of course, is not to argue for a reduction in the consumer protection available to 
Middle England, but rather to highlight the need to improve the strength of financial 
regulation in place to protect financially vulnerable households. Following the theory 
of proportionate regulation, such measures should be stronger than those that 
economically powerful consumers may call on. But what is needed is surely more than 
that. The situation calls for a change in the way we think about financial markets. If 
policy makers insist that financial markets are to play a greater role in people’s lives, 
then we need a system based on rights rather than privilege and a model of social 
justice closer to the way we approach access to healthcare, education and utilities. In 
a just society, consumers should not be penalised for being economically or socially 
disadvantaged. 
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This is why the article by Damon Gibbons from the Centre for Responsible Credit 
resonates so powerfully. In the short term, protecting the interests of people who are 
currently at risk must be the priority. Gibbons argues that what we need is a rescue 
package for vulnerable households, including the reassessment of our insolvency 
and debt management system based on the same principles as the bail-outs granted 
to powerful financial institutions. A range of measures are needed to increase the 
liquidity of households in difficulty: providing time and capital to reschedule their 
debts at lower interest rates, and enabling them to restore their balance sheets moving 
forwards by encouraging them to build up savings. However, Gibbons also argues that 
we need to radically revise our long-term approach to consumer credit regulation – 
critically reassessing the role of credit in society, learning from other countries that 
have not adopted a liberalised approach to credit markets. 

However, regulation is not the only answer. Innovation is also needed to promote 
access to fair, affordable credit for households hitherto excluded from mainstream 
lending markets. There are really only two ways of doing this – either greater numbers 
of excluded households are brought into the mainstream or alternative sources of fair 
and affordable credit are expanded.

In their article, George Wilkinson, independent adviser to Big Issue Invest, and Sarah 
Forster, director of development at Big Issue Invest, describe an innovative form of 
credit scoring which if adopted could allow mainstream lenders to lend fairly and 
responsibly to all consumers, including those on the lowest incomes.

We hear from Mark Lyonette, chief executive of Association of British Credit Unions 
Limited, on how credit unions help nearly a million people to save and borrow 
responsibly. However, the potential is there for credit unions to do so much more. 
Opportunities being created by new legislation and potential new funding mean credit 
unions could be helping many millions of people in years to come, by playing a real role 
in reducing over-indebtedness and increasing the level of savings among households 
on low-to-moderate incomes. 

There are serious challenges ahead, which need to be dealt with. I hope you will agree 
with me that the experts and opinion formers the Smith Institute has persuaded to 
write a chapter for the book will make an important contribution to the much-needed 
debate.
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Personal debt and the squeezed 
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Personal debt and the squeezed middle

Prior to the 2008 credit crunch, Emma and Darren, like 30% of first-time buyers on 
low-to-middle incomes,1 bought a house with a 100% mortgage.2 Once the bubble 
burst, the burden of mortgage and other debt repayments quickly landed them in 
financial difficulty and their home was repossessed. Now they are raising their two 
young children in the private rented sector and wonder whether they will ever be able 
to own again. 

While Emma and Darren’s story represents the extreme end of the personal debt 
problems facing ordinary working families in today’s straitened economic times, it 
highlights the unique exposure of many of those on low-to-middle incomes. Better off 
than those at the bottom of the income distribution, low-to-middle-income households 
were well-placed to benefit from the increasing availability of cheap mainstream credit 
in the years leading up to the crunch. Being less likely than top earners to receive pay 
rises that kept pace with prices, they were increasingly reliant on debt as a means of 
keeping aspirational goods such as holidays and home ownership within reach. And 
they were more financially vulnerable than those higher up the income distribution 
and less well-equipped to deal with the downturn that hit in 2008. 

The fallout is likely to be long-lasting and severe. The difficulties faced by households 
on low-to-middle incomes are being compounded by continuing stagnation in the 
wages of ordinary workers, cuts to public-sector support (tax credits in particular) and 
high inflation. These problems are unlikely to disappear any time soon. Hence, while 
the immediate priority for families in crisis is to regain financial stability, there is a 
more fundamental question waiting in the wings: what sort of relationship should 
households on low-to-middle incomes have with credit? 

If the credit taps remain turned off, such households face a choice between 
permanently tightening their belts and accessing more-expensive credit products. 
Severely restricting access may even push some households towards the sub-
prime market. There are no obvious solutions, but the long-term financial health of 
households in this group rests on ensuring balanced access to credit, alongside greater 

1 The Resolution Foundation defines low-to-middle-income households as households in deciles two to five of 
the working-age income distribution who receive less than a fifth of their income from means-tested benefits. 
For a couple with no children, this equates to a gross household income of between £12,000 and £30,000 a year. 
Two other income groups are defined in relation: the benefit-reliant group, made up of all those in decile one, 
along with those receiving more than a fifth of their income from means-tested benefits; and the higher-income 
group, incorporating those in the top half of the income distribution. 
2 Whittaker, M Squeezed Britain: Low to Middle Earners Audit 2010 (Resolution Foundation, 2010), table 6.6



T H E  S M I T H  I N S T I T U T E

13

incentives to create a savings safety net. 

Mainstream borrowers: the low-to-middle-income personal debt profile
In many ways, the debt profile of low-to-middle-income (LMI) households looks much 
like that of the wider UK population. Ownership levels are similar – 72% of households 
in the group reported having some form of debt in 2010, compared with a nationwide 
figure of 78%. Debt levels also appear to be in line with income – the average ratio of 
debt to annual household income among those with an outstanding balance was 1.8 
in the LMI group and 1.7 in the higher-income one.3

The LMI experience is particularly typical in relation to unsecured credit, with 61% of 
households in the group holding such products in 2010, compared with 64% of the 
population as a whole. Moreover, the credit lines they hold are primarily mainstream. 
In keeping with higher-income consumers, credit cards were easily the most popular 
form of unsecured borrowing held by LMI households in 2010, with personal loans, 
overdrafts and hire purchase agreements also proving popular. Again, the group’s 
credit use looks largely sensible: just 13% of LMI households held three or more 
different lines of unsecured credit in 2010 and the average debt-to-income ratio was 
0.3, compared with a figure in the higher income group of 0.2.4 

The group looks more distinct in relation to its secured credit use. Reflecting the lower 
levels of home ownership among LMI households, just 39% of the group had a secured 
balance in 2010, compared with 51% of the population as whole. In addition, their 
average debt-to-income ratio of 3.0 was somewhat bigger than the figure among all 
households of 2.1. Nevertheless, the group remains much closer on this measure to the 
higher-income one (where the average debt-to-income ratio was 1.9) than it does to 
the benefit-reliant one (in which the average ratio was 13.0).5 

Making repayments: the growing debt burden of LMI households
Although the number of LMI households with outstanding debts did not increase 
significantly after the recession, average levels of debt did. For example, while the 
average level of unsecured debt held by higher-income households doubled in real 
terms between 1995 and 2005, the level held by members of the LMI group increased 
by a factor of 2.6, from £3,000 to £7,900.6  

3 Authors’ analysis of data in Bank of England’s NMG Survey 2010
4 Ibid
5 Ibid
6 Plunkett, J Growth without Gain? The Faltering Living Standards of People on Low-to-middle Incomes (Resolution 
Foundation, May 2011), figure 40 
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Similarly, as already noted, first-time buyers in the LMI group made use of very high 
loan-to-value mortgages in the pre-crunch era, with one in three buying with a 100% 
mortgage in 2007/08. As a result, despite a dramatic reduction in the level of the 
Bank of England base rate from upwards of 15% in 1995 to below 1% in 2009, the 
proportion of those in the LMI group with mortgages spending more than a quarter of 
their income on repayments nearly doubled over the same period, from 14% to 26%.7

Unsurprisingly, LMI households appear to experience significantly more difficulty in 
servicing their debts than higher-income households do. Debt repayments accounted 
for more than a quarter of the gross monthly income of a third of the group in 2010, 
compared with a fifth of households in the higher-income group. As a result, 16% of 
LMI households said that they were “very concerned” by their total level of debt – with 
one in three saying that their level of concern had increased over the course of the 
previous 12 months – compared with 6% of higher-income households.8

The financial difficulties of households in the LMI group are not restricted to personal 
debt, with 59% saying they were struggling to keep up with general household bills 
and debt repayments in 2010 and 22% stating that they were having difficulty paying 
for their accommodation.9 For most of these households such difficulties are just about 
manageable, with lender forbearance and low interest rates helping for the moment 
to contain the anticipated fallout from recession. A minority find themselves in debt 
crisis, however, and, despite comprising around a third of the working-age population, 
LMI households account for 45% of those seeking debt counselling.10

The origins of the burden: a prolonged squeeze on living standards 
The debt burden faced by many LMI households is undoubtedly in part a product of 
the economic downturn. Previously manageable commitments have rapidly become 
problematic for some. However, if we dig deeper into what was driving demand among 
LMI households for credit during the borrowing boom years of the pre-crunch period, 
we find that it owes much to a longer-term squeeze on the group that is only now 
being recognised. 

The share of GDP paid as wages to workers in the bottom half of the earnings 
distribution fell by a quarter between 1977 and 2010, and growth in real-terms 
median wages ended in 2003, meaning that the earnings of ordinary workers flat-

7 Ibid, figure 35
8 Ibid
9 Ibid
10 Authors’ analysis of 145,000 approaches made to the Consumer Credit Counselling Service in 2010 
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lined even as the economy continued to expand. In short, the years of growth prior 
to the global recession of 2008-09 brought very little gain for large swathes of the 
population. It is a phenomenon that appears to have taken hold in this period in a 
range of advanced economies, and one that appears unlikely to go away any time 
soon.11 Viewed through this lens, credit use in the LMI group in the last decade or so 
appears to have been papering over some fairly sizeable cracks in the living standards 
of ordinary workers.

Coping strategies: dealing with fallout from recession and meeting the 
challenge of recovery
As noted, relatively few LMI households have progressed into debt crisis to date, but 
many are on the edge. Against a backdrop of weak economic recovery, increases in 
the price of staples such as food and fuel – which are projected to outstrip wages 
until at least 2013 – and cuts to tax credits will further squeeze the incomes of LMI 
households. Prospects for the coming years therefore look bleak, and the situation will 
only worsen as lender forbearance comes to an end and interest rates start to increase. 

LMI households look ill-prepared for this period. Among those reporting that they 
were struggling with meeting bills and debt repayments in 2010, just 15% were able 
to access savings to meet their commitments. Instead more than half (53%) said that 
they needed to make cutbacks and a quarter (27%) said that they intended to work 
longer hours or get a better-paying job. Perhaps most worryingly, 17% of those LMI 
households struggling with their finances were unable to think of any coping strategy 
at all, and a third (32%) of those concerned by their debt levels said that they would 
not take any action to remedy the situation.12

Somewhat ironically, the credit crunch has removed the option of increased borrowing 
as a coping strategy. Yet again, it is LMI households that have been most affected. 
In 2010, 39% of the group were suffering from actual or perceived credit constraint, 
compared with 24% of higher-income households, and more than half (53%) said that 
it had become harder to borrow over the previous 12 months. 

Building a safety net: the link between credit and savings
Access to credit is important in meeting large expenditures such as going to university 
or buying a home. Few families can afford to buy such big-ticket items without 
borrowing. But for households on low-to-middle incomes, borrowing can also often

11 Bailey, J, Coward, J and Whittaker, M Painful Separation: An International Study of the Weakening Link between 
Growth and the Pay of Ordinary Workers in Advanced Economies (Resolution Foundation, forthcoming) 
12 Authors’ analysis of data in Bank of England’s NMG Survey 2010
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be necessary to deal with small but unexpected shocks such as a high winter fuel bill 
or the sudden breakdown of an essential household appliance. This is because large 
sections of the group have no or very little savings. 

Saving among LMI households in the UK is low by international standards and has 
not kept pace with incomes. For many families facing a real squeeze on incomes, the 
perception is that there is not enough money to save. Money that is put aside at 
the beginning of the month is spent by the end. Two-fifths (42%) of the LMI group 
reported making no savings whatsoever each month in 2010. Among those who do 
save, the average amount has fallen in real terms over time, from £229 a month in 
1992 to £159 in 2010. By contrast, three-quarters (76%) of higher-income households 
make regular savings and save an average of £389 a month.13 Personal finance experts 
advise that households should have at least three months’ worth of income in savings 
in order to be financially healthy and have the capacity to weather shocks, but in 2010 
some 58% of LMI households did not even have one month’s income saved and 70% 
had less than two months’ worth.14

For households facing a debt crisis, the priority has to be to regain financial stability 
by meeting debt repayments. However, in the medium term, the route out of a cycle 
of debt for families on low-to-middle incomes will be found, in part, through savings 
and assets. 

There is strong evidence internationally that households on low incomes can be 
incentivised to save. Even poor families can accumulate savings, given the right 
incentives. Schemes where the government matches individual savings on a one-
to-one or better basis have been shown to be particularly effective for low-income 
groups. They are far easier to understand than tax exemptions or allowances, which 
are commonly used by governments but which favour higher earners and are poorly 
understood by savers. 

The Coalition government scrapped two of the UK’s matched savings schemes 
when it took office: the Savings Gateway and the Child Trust Fund. While these 
programmes were removed, incentives for higher-income households to accumulate 
assets remain in place: for example, higher-rate pension tax relief. Recycling some of
the investment made in tax relief for higher earners into matched savings incentives 
for less affluent households would help to create a savings safety net for those on

13 Plunkett, op cit, figure 42 
14 Authors’ analysis of data in Bank of England’s NMG Survey 2010 
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low-to-middle incomes and prevent small shocks catapulting families into debt and 
difficulty. 

Conclusion
In relative and more recently in absolute terms, households on low-to-middle 
incomes have experienced a sustained squeeze on their earnings. This trend was 
masked for a number of years by a set of countervailing forces that helped to prop up 
the living standards of ordinary families. One of these was access to credit. The ready 
availability of credit made a significant contribution to the consumption power of 
many families, keeping home ownership and other aspirational goods within reach. 

In an economic environment in which female employment is falling and government 
spending is being pared back, cutting off access to credit is likely to be too drastic 
a reaction to the debt problems that have built up in recent years. Moreover, with 
economic growth projections from the Office for Budget Responsibility depending on 
the unlikely scenario of households continuing to take on more and more personal 
debt, restricting access to credit for the LMI group would be likely to produce a drag 
on recovery. That said, many families on low-to-middle incomes would themselves 
agree that credit was too readily available in the run-up to 2008, and that many 
of the difficulties they are now dealing with are the result of unrestrained lending. 
There is, then, a very delicate balancing act to be performed. 

Households in this group will have a continuing demand for credit, both to weather 
shocks and to reach aspirations that would otherwise remain beyond them. Keeping 
the credit taps turned off is therefore undesirable. Creating incentives that can 
help households on low-to-middle incomes to accumulate safety nets of savings 
to reduce their dependence on borrowing will help, but this will need to be coupled 
with measured access to credit for the majority of families who can take the strain. 



T H E  S M I T H  I N S T I T U T E

18



‘The only way out of a debt 
crisis is to deal with your debts’ 
– the missing voice of people 
on low incomes
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‘The only way out of a debt crisis is to deal with your debts’ – 
the missing voice of people on low incomes

The current dominant narrative around debt is one where it is presented as a situation 
reflecting profligacy and not living within one’s means. It is being applied to individuals 
and countries alike within a “commonsense” framework, played out in announcements 
of measures intended to reduce the national deficit. Amidst the exhortations for people 
to avoid and to pay down debt, the representation of the lived experience of people on 
low incomes is at best a misunderstanding and at worst a caricature. 

This brief paper challenges this damaging narrative. It aims to remind policy makers, 
financial professionals, those in the media and providers of advice to people on low 
incomes that the dominance of this overarching narrative (and that focused on the 
“squeezed middle”) is an unwelcome distraction from the focus needed to improve the 
lives of the poorest in our society. 

The dominant narrative
When David Cameron changed his 2011 conference speech to say that people were 
paying down their debts rather than they should be, saying, “The only way out of a 
debt crisis is to deal with your debts,”1  he neatly represented this dominant narrative. 
It is one where paying off “the nation’s credit card” (and by association one’s own) is a 
sensible, achievable and necessary endeavour, however difficult it might be. 

When he moved on to say, “Right now we need to be energised, not paralysed by gloom 
and fear,” he reiterated the notion that everyone should roll up their sleeves, put their 
shoulder to the wheel and get on with building a prosperous future by removing the 
burden of debt – the implication of this being that not addressing one’s own debt 
showed a lack of determination and personal responsibility.

Cameron was criticised by opponents and commentators for, as they represented it, 
allowing his background to cloud his judgment when suggesting that clearing debts 
now would pave the way for future financial stability. However, the semantic dance 
around his speech also misrepresented the lives of people living on low incomes – 
for whom credit and debt are an integral part of their lives rather than an optional 
extra. This reflected the fact that much mainstream discussion around credit and debt 
considers it across the whole income spectrum and represents the view that its use

1 David Cameron, Conservative Party conference speech 2011 (http://www.conservatives.com/News/
Speeches/2011/10/David_Cameron_Leadership_for_a_better_Britain.aspx)



is something that can be avoided. Essentially it reflects a “triumph” of agency over 
structure.

This has been made more problematic by the emergence of the concept of the “squeezed 
middle”,2 which has successfully pushed coverage of the lives of the poorest out of the 
media for much of 2010-11. Such coverage has had only sporadic resurgence, around 
publication of findings on minimum income standards, predictions of future child 
poverty levels3 and campaigns such as Hardest Hit.4

The reality of the lives of people living with debt on low incomes is rarely represented, 
but was neatly set out in the Money Advice Trust chief executive’s response to recent 
inflation figures: 

This dangerous combination of stagnating wage growth, increasing unemployment 
and high inflation means many people are having to cut back drastically on their 
outgoings, and some even rely on credit to pay for essentials such as food and energy 
bills. It is vital people do not become reliant on credit for everyday spending, as all too 
often this leads to a serious debt problem when the credit dries up.5

This said, even this quote does not explicitly set out that the core issue is one of 
recognising that many people do rely on credit for day-to-day living costs, that some 
people have done so for some time, and that this seems to be increasing. 

As such, there remains a considerable gap in political debate and media coverage 
about the complex relationship that people on the lowest incomes have with credit 
and debt or about their ability to restrict their use of credit given the wider financial 
constraints under which they live. In addition to not providing impetus for evidenced 
policy solutions, this also risks further stigmatising people.

Recent predictions from the Institute for Fiscal Studies indicate that ongoing 
changes to the tax and benefits system will result in 400,000 children falling into 
relative poverty and 500,000 falling into absolute poverty by 2015.6 This expansion 
of the population living on low incomes adds to the urgency of developing a better 

2 As used by Ed Milliband from around October 2010. See, for example: http://www.bbc.co.uk/news/uk-politics-11848303
3 Davis, A, Hirsch, D and Smith, N A Minimum Income Standard for the UK in 2010 (Joseph Rowntree Foundation, 2010); 
Brewer, M, Browne, J and Joyce, R Child and Working-age Poverty from 2010 to 2020 (Institute for Fiscal Studies, 2011) 
(http://www.ifs.org.uk/publications/5711)
4 http://www.hardesthit.org.uk/ 
5 Money Advice Trust press release, 18 October 2011 (http://www.moneyadvicetrust.org/content.asp?ssid=138)
6 Brewer et al, op cit
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understanding of the circumstances of those on the lowest incomes and identifying 
measures to improve them.

The extent and impact of debt
Detailed figures are not available by household income, but average UK household 
debt currently stands at £8,042, and at £15,466 among households with unsecured 
loans (excluding mortgages) – a type of borrowing common among low-income 
households.7

The most recent estimate is that a fifth of households are in arrears with their financial 
commitments, including unsecured borrowing and arrears on utility and household 
bills.8 Given the continuing rise in consumer credit (£209 billion at the end of August 
2011) and the increase in written-off debt (£2.06 billion in the second quarter of 
2011, £1.15 billion being credit-card debt), the current economic situation gives cause 
for concern for those living on low incomes in that (i) many debts were built up 
during a period of low unemployment and interest rates, high consumer confidence 
and unprecedented house price rises and (ii) the impact of measures to reduce the 
national deficit have begun to have a considerable impact, not least on the levels of 
unemployment, inflation and income.9

It is well documented that credit is widely used to manage finances over time and 
that “smoothing” is particularly prevalent among people living on out-of-work 
benefits or who “cycle” between work and welfare due to insecure, low-paid jobs.10  

The consequences of income instability and the pressures of managing finances in 
low-income households are well documented, as is the impact of efforts to regain 
employment.11 This understanding, however, has not entered mainstream debate about 
debt in terms of its relationship with low income. 

7 Credit Action “Debt Facts and Figures” (http://www.creditaction.org.uk/helpful-resources/debt-statistics.html)
8 Kempson, E, McKay, S and Willitts, M Characteristics of Families in Debt and the Nature of Indebtedness, DWP research 
report no 211 (Department for Work & Pensions, 2004)
9 Office for Budget Responsibility Budget Forecast (March 2011) (http://budgetresponsibility.independent.gov.uk/
wordpress/docs/economic_and_fiscal_outlook_23032011.pdf)
10 Department for Trade & Industry and Department for Work & Pensions “Action Plan 2004: Tackling Over-indebtedness” 
(2004) (http://webarchive.nationalarchives.gov.uk/+/berr.gov.uk/whatwedo/consumers/consumer-finance/over-
indebtedness/index.html); Nolan, P “The Changing World of Work” in Journal of Health Services Research & Policy vol 9 
(2004), pp3-9
11 For instance: Magadi, M and Middleton, S Britain’s Poorest Children Revisited: Evidence from the BHPS (1994-2002), 
Centre for Research in Social Policy research report 3 (Save the Children/CRSP/Loughborough University, 2005) (www.crsp.
ac.uk/downloads/research_reports/bpc_research_report_3.pdf); Smith, N and Middleton, S A Review of Poverty Dynamics 
Research in the UK (Joseph Rowntree Foundation, 2007); Malenfant, R, LaRue, A and Vezina, M “Intermittent Work and 
Well-being: One Foot in the Door, One Foot Out” in Current Sociology vol 55, no 6 (2007), pp814- 835
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Living with debt on a low income
In stark contrast to the dominant narrative, the evidence indicates that the use of 
credit by people living on low incomes is overwhelmingly a feature of meeting day-
to-day living expenses and that this is increasingly becoming the case. Further, it is 
rare that “material consumption” makes a significant contribution to people becoming 
indebted or to the amount of their debt.12  

Overall, many current debts are rooted in events that occurred several years ago, with 
the impact of debts incurred at a young age being particularly problematic. The lives 
of people on low incomes are often further characterised by a continual series of 
struggles with unanticipated expenses, delays in benefit payments and unexpected 
changes in circumstances. Breaking this down further, Finney and Davies13 identify 
three broad groups: the “managing”, the “stretched” and the “over-indebted”. However, 
even those in the former two groups are currently struggling to meet some financial 
commitments or (increasingly) using credit to do so. 

This reflects that it is generally the case that low-income households have complex 
patterns of debt and credit use: including rent and utility arrears, instalment 
arrangements, store and credit cards, bank loans, overdrafts and loans from doorstep 
lenders and family or friends. Dealing with these commonly requires juggling, with 
common strategies being delaying payments and/or paying bills only when necessary 
to ensure other day-to-day living costs can be met. 

People’s circumstances are often exacerbated by an inability, despite often considerable 
efforts, to escape the “debt trap”, with “debt begetting debt” being common. In some 
cases, this reflects unpredictable, low-paid work or unexpected drops in income 
alongside rising living costs – which, despite cutting back on spending, has left some 
no better off14 and having to service credit taken out when they were able to meet 
repayments.15

At the forefront of strategies for coping with low incomes are shopping “smarter”, 
going without, and cutting back on non-essentials. This is often combined with people 
developing their money management skills, avoiding using credit for non-essentials, 

12 Dearden, C, Goode, J, Whitfield, G and Cox, L Credit and Debt in Low-income Families (Joseph Rowntree 
Foundation, 2010); Finney, A and Davies, S Facing the Squeeze 2011: A Qualitative Study of Household Finances 
and Access to Credit (Money Advice Trust, 2011) (http://www.infohub.moneyadvicetrust.org/content_files/files/
facing_the_squeeze_2011_final.pdf) 
13 Finney and Davies, op cit
14 Ibid
15 Dearden et al, op cit
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and cancelling access to forms of credit. Despite these efforts, it remains the case that 
many continue to rely on unsecured credit because of their inability to meet their 
everyday expenses and service existing credit from their income. 

Whilst “essentials” such as utility bills, rent or mortgage payments are generally 
prioritised above all else, it is not uncommon for people to fall into arrears with these. 
Some people even – although this is rare – take out loans to service credit cards or use 
credit cards to make mortgage payments.16 Indeed, many people with mortgages have 
found that savings made as a result of recent low interest rates have been outweighed 
by rises in other costs.17 The combination of these competing demands, particularly 
during a period of downward pressure on incomes, labour market uncertainty and 
rising living costs (the Consumer Price Index is currently 5.2%18) is clearly putting 
further pressure on already tight household budgets and is likely to result in many 
people accessing (further) credit to meet day-to-day expenses.

This pressure probably explains why few living on low incomes are able to save, apart 
from in a short-term, instrumental way.19 Although it is likely that most will remain 
unable to put money aside even for short periods and thereby have some protection 
against “shocks”, Finney and Davies20 note that recent economic events have encouraged 
some people to save for things they would previously have bought on credit. So while 
doorstep lenders often remain the only option available when unexpected costs arise, 
there is the possibility that some people could be encouraged to save against such 
eventualities. 

Within an environment in which everyone is encouraged to seek out “best deals”, the 
perception that mainstream consumer credit is difficult to access and expensive has a 
strong influence on decisions about the take-up of credit. Indeed, whilst there is a high 
level of awareness that paying for goods by instalment involves high interest rates and 
restricts the ability to shop around, it is likely people will continue to use this because 
the affordability of weekly or monthly payments is often more important than the 
total amount paid or the interest rate. 

Similarly, the use of bank loans and overdrafts remains problematic for many, as the 
charges that may be incurred as a result of delays in benefit or wage payments (and

16 Shelter “1 million paying for homes by card” (http://england.shelter.org.uk/news/january_2010/1m_paying_for_
homes_by_creditcard) 
17 Finney and Davies, op cit
18 BBC news item, 18 October 2011 (http://www.bbc.co.uk/news/business-15344297)
19 Dearden et al, op cit
20 Finney and Davies, op cit
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lack of control over direct debits) can often have a disproportionate impact on limited 
household budgets. Unless these issues are responded to effectively, it is debatable 
whether financial inclusion initiatives will have the desired long-term effect, even if 
they are found to be effective in the short term.21  

People on low incomes are often particularly reluctant to discuss problems with lenders 
as they fear this will adversely affect their ability to borrow or renegotiate existing 
credit. In addition, there is also a general lack of awareness about the availability of 
debt advice and a lack of understanding of private debt services’ fees. This appears to 
contribute towards many of the problems associated with understanding how people 
should respond to their circumstances, such as social housing tenants being unable to 
move until they have cleared previous rent arrears. 

What should be done?
The argument that people on low incomes should avoid getting into debt, and that 
they should pay down their debts and avoid using credit for day-to-day expenses, does 
not reflect reality for those on low incomes. The view that people have not already 
“rolled up their sleeves” and tried to deal with their debts is simply wrong. 

Policy makers, financial organisations, the media and those providing financial support 
need to move away from the dominant narrative that debt is simply a failure of 
those on low incomes to “balance the books”, and towards a recognition that it is an 
integral part of their financial landscape. It requires further recognition that people 
living on low incomes – on persistently inadequate incomes – cannot improve their 
circumstances simply by trying harder and that addressing particular issues in isolation 
is unlikely to improve their circumstances. 

It is, of course, not the case that all people living on low incomes cannot manage 
their debts, although it is true that many struggle. Indeed, assumptions about lack of 
responsibility or the desire to improve one’s circumstances are considerably misplaced. 
The factors associated with successfully managing debts include: being in regular paid 
employment; having access to affordable credit and control of living costs; having 
family and friends who can help during a crisis; having money management and other 
skills that help in saving money; being aware of and accessing advice; and being credit/
debt averse. 

Whilst individuals can strive to improve their own circumstances, the evidence suggests

21 Signoretta, P, Smith, N, Holmes, L, Beckhelling, J, Hartfree, Y, Hill, K, Manful, E, Padley, M, Perren, K and Waring, A 
Evaluation of DWP Financial Inclusion Champtions Initiative (HM Treasury, 2011)
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that more structural and institutional responses are also required:

• It is clear that “making work pay” is the main route by which people can be 
helped to avoid poverty and debt traps, but work needs to be sustainable and 
pay a living wage, not be temporary, erratic and low-paid.

• Current initiatives to improve financial literacy and support (in or out of 
employment) need to be extended to young people before they become 
financially independent and to people on low incomes when becoming 
unemployed or facing a drop in income.

• There is a need to raise awareness among individuals, employers and 
professionals of the signs of financial strain that are indicative of or are risk 
factors for financial difficulties.

• Provision of free-to-client multi-agency money and debt advice services, 
alongside promotion of what is available and to whom, is essential if the myths 
around debt advice and credit are to be challenged and people prevented from 
reaching crisis point. 

• The financial sector making affordable credit solutions available to people on 
low incomes and to those who are vulnerable to employment “cycling” could 
have a positive effect. 

• People on low incomes need to be enabled to access affordable utility tariffs, to 
have control over the timings of benefit and direct debit payments, and to be 
able to exit without penalty contracts such as those for mobiles or pay television 
when unable to pay.

• Whilst of limited utility to many, incentivising flexible saving amongst those on 
low incomes would clearly be of benefit.

At present, the dominant narrative on debt continues to be distinctly universal, with 
the effect that those on the lowest incomes seem ever more marginalised as a result of 
increasing welfare conditionality and reduction of the financial support that can enable 
them to maintain their income and plan for their future. The only clear conclusions 
are that, unless actions like those outlined above are taken, it remains likely that even 
those in work or able to move into work will remain limited in their ability to meet 
financial commitments, and that the level of problematic debt will increase.



Debt and mental health 

Sean Duggan, Chief Executive of the Centre for Mental Health 

Chapter 3
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Debt and mental health

Debt is an essential part of modern society, and people need to be able to access 
credit and financial services. The majority of people with mental health problems have 
the skills and ability to manage their finances.1 However, there is a crucial difference 
between debt (having outstanding money to pay) and problem debt (where a person 
falls behind with payments, bills or other commitments). As Mind emphasised in its 
major national campaign about debt and mental health in 2008: “Debt isn’t bad – bad 
debt is bad”.2

Debt is not just a financial problem – it can cause relationship and family breakdown 
and may compound isolation and social exclusion. Being in debt can be detrimental 
to a person’s mental health, while living with a mental health problem increases the 
likelihood that a person will fall into debt.3 People can experience stigma both as a 
result of their mental health problems and because of being in debt. And people with 
mental health problems may be reluctant to disclose their problems to creditors, while 
even if they do these are not always handled appropriately.

Mental health and debt

• One in four people will experience a mental health problem at some point during 
their lives. 

• One in four people with a mental health problem are in debt.4

• One in two people in debt have a mental health problem.5  

• The cost of mental ill health in England in 2009/10 was estimated to be £105.2 
billion.6

A combination of factors relating to our mental health may trigger new debts or 
worsen existing ones. These can include major life changes such as job loss, relationship 
breakdown, bereavement or the onset of illness.7

1 Mind In the Red – Debt and Mental Health (2008); Fitch, C, Chaplin, R, Trend, C and Collard, S “Debt and Mental 
Health: The Role of Psychiatrists” in Advances in Psychiatric Treatment vol 13 (2007)
2 Mind, op cit, p1
3 Ibid
4 Jenkins, R, Bhugra, D, Bebbington, P, Brugha, T, Farrell, M, Coid, J, Fryers, T, Weich, S, Singleton, N and Meltzer, H 
“Debt, Income and Mental Disorder in the General Population” in Psychological Medicine vol 38 (2008)
5 Jenkins, R, Bhugra, D, Bebbington, P, Brugha, T, Farrell, M, Coid, J, Fryers, T, Singleton, N and Meltzer, H “Mental 
Disorder in People with Debt in the General Population” in Journal of Public Health Medicine vol 6 (2009)
6 Centre for Mental Health The Economic and Social Costs of Mental Health Problems in 2009/10 (2010)
7 Fitch, C, Fearnley, J, Trend, C and Williams, S Final Demand – Debt and Mental Health (Royal College of 
Psychiatrists, 2009)
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There can be a descent or spiral into debt;8 beginning with missed payments and 
leading to penalties for late or non-payment, growing pressure from creditors and 
unrealistic arrangements for repayments; culminating in legal proceedings, bankruptcy 
or eviction.9

For all these reasons, early intervention and prevention are critical, in relation both to 
mental health and to debt. Advice and support need to be available before people reach 
a crisis, in order to be most effective and to reduce the risk of escalation. 

The impact of debt on mental health
Debt can have an impact on mental health in a variety of ways. Debt problems can lead 
to stress, anxiety or depression.10 Worrying about money and trying to control finances 
can lead to feelings of despair, lack of security and instability. 

Debt can limit social participation and lead to isolation from support networks. It 
can mean people have less or no money to spend on socialising, on covering travel 
expenses to visit family and friends, or to go to groups and activities. Where friends 
and family are a person’s source of credit, if they are unable to pay back money they 
have borrowed, then relationships may break down and they may lose this support 
network.11 Isolation can cause a person’s mental health to deteriorate and make it 
harder for those with mental health problems to manage their condition and recover. 

The process of debt recovery itself can also have serious implications for a person’s 
mental health and lead to anxiety or depression.12 Debt collectors can often exhibit 
behaviour of harassment and intimidation and threaten people, for instance with court 
action. This can further compound debt and poverty. 

Other knock-on effects of debt can also have an adverse impact on mental health. For 
example, if people go without food, a poor diet can damage both physical and mental 
well-being. 

The impact of mental health problems on debt
According to a survey by the Office for National Statistics, people with experience
 

8 Cullen, L, Edwards, S, Marks, S, Phelps, L and Sandbach, J Out of the Picture: CAB Evidence on Mental Health and 
Social Exclusion (Citizens Advice, 2004)
9 Fitch et al, op cit
10 Mind, op cit
11 Ibid
12 Ibid
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of mental distress are three times more likely than average to be in debt.13 Results from 
this survey showed that 23% of people with a mental health problem were in debt, 
compared with 8% of those without.14 One in 10 people with a mental health problem 
had had a utility disconnected, compared with 3% without. And the more debts people 
had, the more likely they were to have some form of mental illness.15

People with mental health problems can have problems with money as a result of their 
condition. For example, people with bipolar disorder can go on spending sprees during 
manic phases; and compulsive spending can be an outlet for mental distress.16

People who lose their job as a result of mental illness may experience sudden loss 
of income.17 People with mental health problems often report disruption in benefit 
payments and difficulties in accessing benefits. This can push people into debt, as they 
are unable to make payments.18

Mental health problems can make it more difficult for people to communicate and 
they can become isolated and unable to deal with any debt problems.19 People may 
also withdraw and not acknowledge the problem: for example, they may ignore 
paperwork20 or not access certain state benefits to which they are entitled.21 People 
can lose motivation or the ability to concentrate necessary to manage their finances. 

People with mental health problems also tend to be more likely to borrow from high-
cost home credit or doorstop lenders, and accessing credit with high interest rates can 
result in people getting into further debt.22

In some cases, the way mental health problems are treated can increase the risk of 
debt. Some medications may leave people feeling lethargic or lacking motivation; 
while people who have to spend a period of time in hospital may find it difficult to 
maintain control over their finances. 

13 Meltzer, H, Singleton, N, Lee, A, Bebbington, P, Brugha, T and Jenkins, R The Social and Economic Circumstances 
with Mental Health Disorders (Office for National Statistics, 2002)
14 Jenkins et al, op cit (2008)
15 Ibid
16 Mind, op cit
17 Rethink How to Deal with Debt, factsheet (2010)
18 Mind, op cit
19 Ibid
20 Fitch et al, op cit
21 Rethink, op cit (2010)
22 Cullen et al, op cit
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Experiences of debt among people with mental health problems
A report by Mind, In the Red, explored the relationship between debt and mental health 
and included findings from a survey of the experience of debt among 1,804 people 
living with mental distress or using mental health services.23 The key findings from this 
report were as follows:

• Seven out of 10 respondents reported borrowing money during the previous 10 
months. The average amount borrowed was £3,357, and the average amount owed 
on credit or store cards was £3,250. 

• Almost 50% were living on a weekly household income of £200 or less. More than 
half went without food because of lack of money; 92% reported not being able to 
socialise; and 71% ran out of money every week or most weeks. 

• Almost two-thirds did not tell creditors about their mental health problem because 
they did not think they would understand; 47% chose not to tell them because they 
thought creditors would not believe them. Of the 37% who told creditors about their 
mental health problem, 83% were harassed about debt repayments; 79% felt their 
mental health problems were not taken into account when a decision was made 
about their financial difficulties; and 74% felt they were treated unsympathetically 
and insensitively by staff. 

• Two-thirds had sought advice or support for issues relating to their financial 
difficulties in the previous 12 months – 63% from Citizens Advice bureaux, and 47% 
from friends and family. 

• Some 60% had used mental health services in the previous two years, but only 23% 
had spoken to their mental health professional about their financial difficulties. 

• For the 34% who had not sought any advice, the most common reason for this was 
embarrassment (62%). 

A survey of clients of Citizens Advice bureaux found that by the time people sought 
their advice, nearly 40% felt they could not cope and were feeling in crisis. Most had 
tried at least one method of coping with their debt problems before seeking advice from 
Citizens Advice bureaux. Over half were trying to cope with their financial situation by 
either using their existing sources of credit or taking out additional borrowing.24  

23 Mind, op cit
24 Edwards, S In Too Deep: CAB Clients’ Experiences of Debt (Citizens Advice, 2003) 
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A quarter of Citizens Advice debt clients were already seeking treatment for stress, 
depression and anxiety through or directly from their GP. Just under half of those 
who were receiving medical treatment for their depression felt that their symptoms 
were caused by their debt problems.25 In many cases, Citizens Advice clients reported 
that the impact of debt on their lives had been devastating as a result of relationship 
breakdown, feelings of isolation, and the stress of living on a tight budget. 

Recent initiatives
Action to address the links between mental health and debt has already been taken 
by a number of organisations. In 2007 the Money Advice Liaison Group published 
guidelines for creditors and money advisers on dealing with people suffering from 
mental health problems.

In 2009 the Royal College of Psychiatrists and Rethink published guidance on how 
health and social care professionals can incorporate personal money issues into care 
and what they should do if they have concerns about a person’s financial situation, 
including working with money advice services.26

There is now a debt and mental health evidence form to help health and social care 
professionals provide clear and relevant evidence to creditors and money advisers, with 
the patient’s consent.27 The form aims to provide a minimum of relevant personal 
information to inform creditor action and therefore benefit the individual’s health 
and financial well-being, while at the same time protecting the majority of personal 
information from being unnecessarily shared across health and commercial sectors. 

The government has recognised that not all of us are confident consumers. Better 
Choices: Better Deals (the government’s consumer empowerment strategy, published 
in April 2011) outlines the case to help empower vulnerable consumers, starting 
with the need to understand the problems that different groups of vulnerable and 
disadvantaged people may face in different markets. 

Challenges and solutions
It is clear that there is an urgent need for a more joined-up, holistic and collaborative 
approach to mental health and debt and for improved awareness across the health and 
finance sectors.

25 Ibid
26 Fitch et al, op cit 
27 Fitch, C, Chaplin, R and Tulloch, S “The Debt and Mental Health Evidence Form: A Tool for Health Professionals and 
Lenders Dealing with Customers with Self-reported Mental Health Problems” in The Psychiatrist Online vol 34 (2010)
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Financial organisations
A recurring theme is that financial organisations need to improve their understanding 
of mental health. Mental health awareness training could be made available for bank 
and debt collection staff, for example.

Financial organisations could also adapt their processes and services to respond more 
effectively to clients and debtors with mental health difficulties. Some banks already 
allow people to register their mental health problem and flag up their account for 
any unusual spending patterns. However, if this option is available it is important 
that the bank is able to respond appropriately – for example, by having a specialist 
mental health team to which to refer the case, and by ensuring sufficient training for 
staff.28 Creditors could also aim to improve customer disclosure by, for example, clearly 
explaining how health information could improve creditor decision-making and by 
giving such information a limited shelf-life after which it is either updated or deleted.29

Health and social care services
Health and social care professionals need to improve their knowledge and understanding 
of debt. They need to recognise debt as an underlying cause in stress-related illness, 
both physical and mental.30 They do not need to become experts in debt but do need to 
have a working knowledge so that they can more effectively engage with people who 
have debt problems as early as possible, before they reach crisis point.31

Health services should offer debt advice to people with experience of mental distress 
within healthcare settings, such as GPs’ surgeries, and should publicise such services 
through appropriate channels.32

Asking about money worries should become a routine part of healthcare practice. 
If debt problems are reported, then health professionals should screen for mental 
health problems.33 And when working with people who have mental health problems, 
professionals should ask questions to determine if they are also having any financial 
difficulties or debt problems. 

28 Mind, op cit
29 Jenkins, R, Fitch, C, Hurlston, M and Walker, F “Recession, Debt and Mental Health: Challenges and Solutions” in 
Mental Health in Family Medicine vol 6 (2009)
30 Fitch et al, op cit (2009)
31 Fitch, C, Chaplin, R, Trend, C and Collard, S “Debt and Mental Health: The Role of Psychiatrists” in Advances in 
Psychiatric Treatment vol 13 (2007)
32 Fitch et al, op cit (2009)
33 Jenkins, Fitch et al, op cit (2009) 
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Health professionals can also play a brokerage role in a client’s relationship with a 
money adviser.34 They can help people prepare to meet a money adviser by assisting 
them to gather relevant paperwork and bills, as well as preparing information on how 
a person’s mental health problem affects their ability to manage money. 

National policy
The government and national agencies should include the health and social care 
sector, as well as service users and carers and the organisations that represent them, 
in developing guidelines to improve co-ordination across the health, money advice 
and creditor sectors.35  

UK public education and financial capability programmes need to cover mental 
health and debt, and there should be programmes focusing on people with mental 
health problems who are at risk of developing financial problems.36

The impact of broader changes in public policy on debt and mental health also need 
to be considered as a whole. The impact of welfare reforms on the incomes of people 
with mental health problems – for example, the planned reduction in disability living 
allowance payments – could be considerable. Changes to the Social Fund, which has 
been used to help vulnerable people make important payments that they are not 
able to meet from their regular income, may also leave some people without crucial 
support in a crisis.

Conclusion
It is clear that personal debt and poor mental health are intimately connected. It is 
less clear, however, exactly how they interact with each other and how, if at all, to 
disentangle cause and effect. For these reasons, services for people experiencing poor 
mental health should be able to address people’s financial needs and, conversely, the 
full range of financial service providers should have an awareness of mental health 
issues. Without those links and the ability to offer people a joined-up response, some 
of the most vulnerable people in our society will continue to experience distressing 
difficulties with debt at the toughest times in their lives.

34 Fitch et al, op cit (2009)
35 Jenkins, Fitch et al, op cit (2009)
36 Ibid 
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Servicing personal debt

By the end of 2010 personal debt in the UK stood at over £1,451 billion, or around 160% 
of total annual disposable income. It is thought that three-quarters of households 
have some form of credit or loan commitment, including mortgages and secured loans. 
However, many people experience considerable strain trying to stay in control of their 
borrowing. A recent report commissioned by the Consumer Credit Counselling Service 
found that 3.2 million households are in persistent arrears (or subject to insolvency 
action), with a further 3 million at risk of falling behind with payments if major 
household bills increase significantly.1

Borrowers find themselves unable to service outstanding debt for a variety of reasons. 
The most common causes of over-indebtedness are well known, but not popularly 
perceived. Work-related issues such as reduced income, unemployment and redundancy 
trigger serious payment problems for around half the people contacting the UK’s 
leading debt charity.2 A further 20% of debtors find themselves in difficulty due to 
unexpected “life shocks” such as illness, bereavement or divorce, while overspending – 
in contrast to some of the mythology around debt – is responsible for just 10%.

The average outstanding debt for all borrowers currently stands at around £55,000. 
If the latest projections of the independent Office for Budget Responsibility are to be 
believed, this is set to rise to a staggering £84,000 by 2015.3 While households with 
higher incomes have on average a higher amount of debt, low- and moderate-income 
groups tend to find themselves more exposed and less able to meet repayments. Indeed, 
lower-income groups are three times more likely than the general population to be in 
arrears with rent, council tax, utility bills or their mortgage.4

But while a significant number of home owners are in very real trouble,5 people facing 
financial difficulty appear to have more debt problems in relation to unsecured credit 
than mortgage-related debt. Indeed, debt servicing costs take up at least 20% of 
gross income for almost one in five households with unsecured credit commitments.6  
Households on low-to-medium incomes, those with little or no savings, those that 
rent, and people who are unemployed are among those most likely to experience

1 Financial Inclusion Centre Debt and Household Incomes (2011)
2 Consumer Credit Counselling Service CCCS Statistical Yearbook 2010 (2011)
3 Credit Action Debt Statistics (2011) (http://www.creditaction.org.uk/helpful-resources/debt-statistics/2011/)
4 Citizens Advice The Value of Debt Advice (2010) (www.citizensadvice.org.uk/pdf_the_value_of_debt_advice.pdf)
5 An estimated 1.2 million mortgages are in some form of distress, according to the Financial Inclusion Centre (Debt 
and Household Incomes)
6 Department for Business, Innovation & Skills Credit, Debt and Financial Difficulty in Britain 2009/10 (2011)
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repayment difficulties.

The constant struggle faced by people in debt is associated with a cluster of other 
problems. Research by the Royal College of Psychiatrists shows that the more debts you 
have, the more likely you are to have a mental health disorder.7 There is an abundance 
of evidence linking over-indebtedness to issues such as anxiety and depression, and 
problem debt can put intolerable strain on relationships, leading to family breakdown. 
It also has the potential to disrupt people’s ability to work.

Perhaps surprisingly then, there is little evidence on why debtors choose to seek help 
from advice providers.8 We do know, however, that almost two-thirds of debtors admit 
to struggling for more than a year before seeking help.9 Often, this is a lonely course. 
Many people delay due to feelings of shame or not knowing what to expect, and in 
many cases it is sheer desperation that leads them to take the plunge. Households in 
arrears often have multiple types of credit agreement and an even greater multiplicity 
of lenders, though credit cards and unsecured loans tend to dwarf other categories 
of debt for those seeking help. Advisers and creditors alike say that outcomes would 
improve if debtors felt encouraged and equipped to take action earlier.

Free, impartial advice
An estimated 2 million consumers access debt advice every year. There are also 2 
million people in arrears, but, worryingly, only one in six of this latter group receive free 
debt help.10 For people in need of advice, the key providers are charities and non-profit 
organisations that deliver it for free. The most well-known is Citizens Advice, whose 
bureaux dealt with over 9,000 new debt cases every working day during the course of 
2010 – an average of 4.2 new debts from around 550,000 clients.11  

Citizens Advice was established in 1939, and seven decades later operates almost 400 
bureaux from over 3,500 locations.12 Approximately a third of all service delivery is 
focused on helping people in debt,13 and a recent Mori poll found almost universal 
awareness of Citizens Advice bureaux. However, a 2010 report by the National Audit

7 Fitch, C et al Debt and Mental Health: What Do We Know? What Should We Do? (Royal College of Psychiatrists, 
2009)
8 Wells, J et al The Impact of Independent Debt Advice Services on the UK Credit Industry (Friends Provident 
Foundation, 2010)
9 Survey of Consumer Credit Counselling Service clients, 2010
10 Gathergood, J Demand, Capacity and Need for Debt Advice in the United Kingdom (Money Advice Trust, 2011)
11 Citizens Advice Money Advice Services (2011)
12 Citizens Advice Annual Report 2009/10 (http://www.citizensadvice.org.uk/ar_10)
13 Citizens Advice Advice Trends (https://www.citizensadvice.org.uk/index/aboutus/publications/advice_trends.htm) 
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Office suggests that a sizable minority of the over-indebted (25%) are not aware that 
Citizens Advice can help them. This implies that more could be done to raise the profile 
of the debt advice on offer.

Nevertheless, the development of money advice within the Citizens Advice movement 
has been the bedrock of service provision and still hugely influences both consumer 
expectations and government policy in this area. Delivery of a face-to-face service 
where the recipient attends a bureau and queues for the attention of volunteer 
staff has long been the hallmark of Citizens Advice bureau support.14 However, both 
tradition and the federal structure of the movement have combined to make it difficult 
for Citizens Advice bureaux and their co-ordinating body, the National Association 
of Citizens Advice Bureaux, to develop their style of delivery in line with changes in 
consumer behaviour and modern communication opportunities.

While it does not have the high-street presence of Citizens Advice, the Consumer 
Credit Counselling Service has grown to become the UK’s largest dedicated provider 
of independent, free debt advice. Founded in 1993, the CCCS is the leading national 
provider of specialist debt help and the only major charitable provider of free-to-client 
debt management plans.15 These plans enable those who can to repay their debt in a 
way that is cost-effective, flexible and fair to both borrowers and creditors. For many, 
this provides a breathing space at a time of severe financial strain.

In 2010, the CCCS helped 418,000 people with free advice and delivery of support 
services, including action for those facing bankruptcy or repossession – the charity is 
geared to help many more. Over 800 full-time staff deliver a unique telephone-based 
service, providing holistic, high-quality support, through the full process of diagnosis, 
advice and solution generation. Before the formation of the CCCS, this was solely 
available at bureaux and advice centres, in person and by appointment. 

Behind the quality service is a unique funding model: the charity receives “fair share 
contributions” from lenders in acknowledgement of the money repaid to them by 
clients on debt management plans. The “fair share” model means that the CCCS can 
help hundreds of thousands of clients without burdening the public purse. These

14  Though not the focus of this chapter, face-to-face advice is also provided – albeit on a smaller scale – by 
members operating under the umbrella support of Advice UK. The network has around 900 organisations in 
membership, ranging from small, volunteer-only services through to larger, national advice organisations. Members 
are either generalist providers offering advice on a range of subjects or specialist services offering in-depth advice 
in one area of social welfare law.
15 Debt management plans are offered by a variety of organisations, but the Consumer Credit Counselling Service is 
the main provider, administering over 110,000 plans (estimated to be about a third of the total).
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contributions allow the charity to retain its independence and ensure that it can help 
the nine-tenths of clients for whom a debt management plan is not the best solution.

CCCS Debt Remedy 
The CCCS has been at the forefront of delivering high-quality advice as and when 
people need it, and in 2006 developed the world’s first online debt counselling service, 
CCCS Debt Remedy. Debt Remedy fuses the knowledge of expert counsellors with a 
data warehouse containing records of 10 years of CCCS activities to provide a fully-
fledged self-help tool. 

The application emulates the advice process in full, drawing the same conclusions as 
any debt adviser. In addition, people with anxiety or depression are referred to medical 
help as appropriate. Since its launch in 2006, Debt Remedy has provided anonymous, 
confidential counselling to over 260,000 people in financial distress – almost half of 
those the CCCS assists now get advice in this way.

Online counselling works: the evidence from the operation of Debt Remedy for five 
years shows that web-based advice attracts people with debt problems earlier in their 
cycle of losing control of their finances, enabling better recovery and rehabilitation. 
The system provides expert advice tailored to the user’s financial circumstances – but 
at a fractional cost to the charity. Data from the main non-profit providers shows that 
the average cost per client advised16 is currently: face-to-face, £265; telephone, £51; 
online, £3.17

A shift online
The CCCS believes that by focusing on the internet as the priority channel for the 
delivery of debt advice, more people would get the help they need, with significant 
cost savings. However, such a radical transformation will work only if people in 
debt are directed to the most suitable delivery route for them. Online would be the 
default option, with telephone as a second preference and face-to-face reserved for 
vulnerable people and more complex cases. Such a switch requires active channelling 
and promotion and must be backed by government and the financial services sector.

It is clear that with widening internet access, a real appetite exists for online debt 
counselling. Even among the cohort of vulnerable groups targeted for face-to-face 
advice by the previous government, a quarter preferred online or telephone support.18  To

16 This represents the full cost per client advised through to a recommended debt solution.
17 National Audit Office Helping Over-indebted Consumers (The Stationery Office, 2010)
18 Ibid
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secure a thriving charity sector, advice bodies need to be quick on their feet to adapt to 
the different ways in which people prefer advice services to be delivered. 

Partnership working
Strategic partnerships between charities offer real potential here. Citizens Advice and 
the CCCS have recently joined forces to help clients better navigate the confusing 
debt management landscape. The partnership aims to set an industry standard for 
consumers whose best solution is a debt management plan. If successful, it will help 
bureaux focus on what they are best at – providing quality advice and extended 
support to highly vulnerable people. Taken together, these two strategies – switching 
the default channel for advice, and closer partnership working – will significantly 
increase capacity in the free sector, delivering help for more people as they need it. 

Taking on the fee chargers
However, by itself the free sector will never be able to combat the detriment caused 
to consumers by commercial debt management companies. These firms focus on 
providing debt management plans and IVAs (individual voluntary arrangements), but 
in contrast to charities and other non-profits they charge their clients steep fees. 
In September 2010 the Office of Fair Trading warned more than 100 rogue firms of 
impending licensing action, and 43 of these were subsequently shut down. 

The Office of Fair Trading’s 2010 probe into debt management companies depicts 
an industry rife with unscrupulous firms and predatory practices. These include the 
following:

• Crippling fees and charges
Fees paid by already over-indebted consumers exceed £250 million every year. 
Monthly debt management plan fees are typically about 17% of each repayment, 
reducing the capacity of consumers to pay back their debts.

• Front-loading
About three-quarters of debt management companies front-load their fees. 
Consumers pay several hundred pounds before receiving any advice, equivalent 
to the first two months’ worth of repayments. This pricing structure guarantees 
quick profits for firms.

• Flipping
Often firms cherry-pick debtors who can support a debt management plan or 
add further charges when flipping borrowers onto an IVA. Around 80% of people
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entering an IVA have already been through other debt management 
arrangements

• Poor advice
The Office of Fair Trading, in 148 visits to debt management firms, found that 
just 12 complied with its guidelines and the Consumer Credit Act. It concludes 
that debt management companies “are not offering the solution that is in the 
best interests of the consumer, but instead that which is most profitable to 
them”.19

• Aggressive and misleading advertising
Debt management companies prey on the plight of debtors by implying their 
services are free – when they are not. The Office of Fair Trading identified 
misleading advertising as the “most significant area of non-compliance” with its 
guidance. 

A new approach to debt management
Consumers are badly let down by the current approach to debt management 
companies, which fails to give people enough protection. We need tough action 
to give debtors a fair deal. Upfront charges for debt management plans sustain a 
wholly unacceptable business model and should be banned. At the same time, a 
cap on monthly fees should be considered, given the level of detriment they cause. 
Transparency on fees should be obligatory as part of a smarter advertising regime, 
with firms required to state the availability of free services.

The Office of Fair Trading needs to be better resourced so it can properly enforce 
existing codes, and this should be linked to the need to strengthen the current 
licensing regime. Debt management companies operate in a high-risk area for 
vulnerable consumers, who suffer significant and long-term damage when things 
go wrong. Accordingly, these firms should be subject to much more rigorous audit 
and compliance. A significant uplift in the consumer credit licence fee they pay – 
currently just £1,22520 – will be necessary. 

The Coalition government is yet to address these issues – though following a review, 
it plans to introduce a new protocol that will set out what all parties can expect from 

19 Office of Fair Trading “OFT Takes Action to Address Widespread Problems in Debt Management Industry”, press 
release, 28 September 2010 (http://www.oft.gov.uk/news-and-updates/press/2010/101-10)
20 Office of Fair Trading “Fees, Refunds and Payments for Credit Licences” (http://www.oft.gov.uk/OFTwork/credit-
licensing/fees-refunds-payments/)
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a debt management plan.21 The hope is that this will ensure debtors are treated more 
consistently, both by creditors and by fee-charging debt management plan providers. 

The need for breathing space
All changes need to have the best interests of debtors at their heart. However, 
there are a growing number of people with unmanageable debt for whom existing 
solutions and policy measures cannot help, or do not help adequately. 

For over 30% of those seeking help from the CCCS in 2010, no immediate solution 
could be offered. They did not have the funds to cover basic living costs, let alone 
repay their debts. To help these clients, the CCCS developed the stop-gap measure 
of token-payment debt management plans. These provide extra breathing space for 
debt repayment for people who are temporarily unable to repay their debts but for 
whom insolvency is not currently appropriate.

Innovative arrangements like this are essential to help struggling consumers sort 
themselves out. The scale of personal debt and its impact on people’s lives demands 
a strategic response. This means rooting out exploitative debt firms and ensuring a 
sustainable future for the provision of free debt advice. 

The initiatives we have considered here would increase the capacity of advice 
agencies to help people service their debts, and protect struggling borrowers from 
the debt sharks that profit from despair.

21 Insolvency Service “Government Publishes Response to its Call for Evidence on Personal Insolvency Review”, 
press release, 19 July 2011
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How can we make sure everybody has access to the money 
advice they need?

Last week a man named Ben called our National Debtline service for advice about his 
debts to a utility company. Our adviser spoke to him for around 35 minutes, taking in 
all the details of his regular income and expenditure, and found that he was paying off 
credit card debts while ignoring some higher-priority payments such as his utilities. 
The adviser spoke to him about the difference between priority and non-priority debts, 
and helped him to see that, after paying off priority debts, he had a small surplus 
income every month with which he could repay his credit card debt at a reduced rate. 
Ben was guided to our template letter for renegotiating unsecured credit repayments, 
and is now on a more sustainable financial footing. 

Good money advice works. The Money Advice Trust has been helping people tackle 
their debts and manage their money wisely for 21 years. Our experience tells us that 
money advice offers people in debt improved knowledge and confidence in managing 
money (as reported by 83% of National Debtline clients); it offers help to society and 
the broader economy, for example by preventing unnecessary repossessions (which 
the government estimates cost the taxpayer around £16,000 each); and it has positive 
effects on our health, with 40% of National Debtline clients saying that advice meant 
they needed fewer doctor and hospital appointments because of reduced stress levels. 

Delivered in the right way, money advice can provide sustainable solutions for existing 
debt problems, act as an educative process preventing future such problems, and give 
people more confidence to manage their finances, alleviating stress and reducing other 
health risks. There is a lot to be gained from getting things right.

The big question
With this in mind, over the last few years the Money Advice Trust has been looking at 
a very big and very difficult question:

How can we make sure everybody has access to the money advice they need?

To find a good answer for this, we need to understand the many reasons that lead 
someone such as Ben to seek advice from a particular source. Did he use the phone 
because he struggles to get about outdoors if the weather is bad? Did he call on a 
Tuesday morning because he was responding to a creditor’s letter that had arrived 
that day? Did he simply get a recommendation from a family member or friend? Was 
telephone advice even the best solution for him? Could he have saved an adviser’s time
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by getting advice online? Would an online service have been as effective for him, or 
not? 

If we could go on to answer these questions for the other 5 million people in the UK 
who report arrears on consumer credit, failure to keep up with mortgage payments, or 
that meeting credit commitments is a “heavy burden”, then we would have the answer 
to our big question. 

Of course this is not something we can possibly do, but we can and do gather 
information about levels of demand and how these vary for different regions across 
the country, as well as about what the best channels are for different types of people 
(are they better suited to online, telephone or face-to-face advice?). We can also 
gather and share practical evidence of particular techniques that work on the ground.

This article will look at the three strands of evidence and information that must be 
compiled in order to answer our big question: How can we make sure everybody has 
access to the money advice they need?

• First, it will examine demand levels for debt advice, looking at what future 
demands on advice services might be, and how demand for advice relates to the 
need for advice. 

• Second, it will discuss how we can balance the different parts played by online, 
face-to-face and telephone advice channels. 

• Third, it will demonstrate how the Money Advice Trust is looking to develop and 
share new, innovative advice practices with proven success records. 

By building our picture in this way, we will be able to go some way towards answering 
our big question and ensuring that the millions of people who could so clearly benefit 
from effective money advice can access that advice in the most effective way for them.

How much debt advice is needed and demanded in the UK?
Determining the demand for debt advice across the UK is no small task, and to forecast 
future levels of demand is even more difficult. Last year we tried to do just this. Working 
with Dr John Gathergood at the University of Nottingham and with our advice sector 
partners, we sought to establish a robust model for predicting future levels of demand. 
The resulting report was published in December 2010 and carried some interesting 
results. 
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As a starting point, the report showed that in 2010 some 1.4 million people received 
advice from a free-to-client organisation – one in every 33 UK adults. 

We know, from many years of research and experience of dealing with people in debt, 
that most often problem debts are caused by unexpected changes in circumstance. The 
very unpredictability of these changes on an individual level is central to their being 
a cause of problems, but it also makes it difficult to predict broader trends in demand 
for advice. 

However, it is clear that there are certain macroeconomic factors that are likely to 
drive demand for debt advice. This could be witnessed by the simple fact that the 
recent financial crisis was accompanied by a sharp rise in demand for debt advice. So 
Dr Gathergood set about trying to determine which of these macroeconomic factors 
were most closely linked with demand for debt advice. 

Dr Gathergood took a wealth of information from advice agencies such as Citizens 
Advice and the Consumer Credit Counselling Service, and from the UK government’s 
expansive Wealth and Assets Survey. He concluded:

The total level of demand for debt advice is heavily dependent upon the effects of 
developments in the macro economy, as evidenced in the effect of the recent financial 
crisis and recession in the UK on the demand for advice. Demand for debt advice is 
most closely associated with movements in the unemployment rate, average earnings 
and the cost of credit. A one percentage point increase in the International Labour 
Organisation (ILO) measure of the unemployment rate is associated with an additional 
60,000 debt advice enquiries per quarter. A one percentage point increase in the quoted 
average interest rate on a £10,000 personal loan is associated with an additional 
40,000 debt advice enquiries per quarter. The demand for debt advice stabilised in 
2010 because the unemployment rate and cost of credit have remained relatively low.

In short, the outlook for demand for debt advice is highly sensitive to future trends 
in unemployment and the cost of credit. What this means is that we can forecast 
potential demand based on different predictions for the economy. Dr Gathergood 
sought to do just this in his December 2010 report: 

If unemployment falls in line with the Office for Budget Responsibility (OBR) forecasts 
for the UK economy, demand for debt advice will moderate over 2011-2012. However, 
many independent forecasters see an alternative scenario in which unemployment 
rises above the levels predicted by the OBR over the coming years. If unemployment
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continues to increase as suggested by a number of independent forecasts, by mid-2011 
demand for debt advice will exceed that seen at the peak of the financial crisis in late 
2009. A balanced forecast, which would take a path between these two scenarios, 
sees demand for debt advice rising steadily from current levels through 2011 back to 
approximately 1.6 million individuals seeking advice from the free-to-client sector by 
early 2012.

As 2011 has panned out, the Bank of England has declared no intention to raise interest 
rates, and unemployment levels have so far remained relatively static compared with 
earlier predictions. This has meant that demand levels have not risen in the manner 
that was predicted in Dr Gathergood’s report. However, economists are broadly agreed 
that unemployment will now start to rise, and figures released in September 2011 have 
demonstrated this. Additionally, there is broad consensus that inflationary pressure 
will lead to an interest rate rise before the end of 2013, and perhaps much sooner. This 
means that advice agencies have to position themselves for a spike in demand being 
just around the corner. 

The research also found that the demand for advice does not amount to the same as 
the need for advice. Dr Gathergood reported that, at any given time, up to 5 million 
people report arrears on consumer credit, failure to keep up with mortgage payments, 
or that meeting credit commitments is a “heavy burden”. Of these, just one in six seek 
advice from any source. 

There is clearly some hard work to be done in encouraging all people with debt 
problems to seek advice as the first step on the road back to financial health. If we 
can improve the proportion of people with debt problems who seek help from free-
to-client advice agencies, then clearly the capacity of these agencies will have to be 
expanded accordingly. 

Turning back to our big question: How can we make sure everybody has access to 
the money advice they need? Advice agencies must have the capacity to deal with a 
sharp increase in demand. Economic fluctuations will place different burdens on advice 
agencies at different times. Being prepared for spikes in demand is a vitally important 
part of ensuring everybody has access to the advice they need. 

How can we provide advice through the most suitable channels?
It would not be much use to know exactly how many people will be needing advice 
next month, and then put the perfect number of advisers to deal with all queries on 
the end of a telephone helpline. Why? Because of all the people who might be needing
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help, there will be some who have no telephone, or who cannot speak English, or who 
have mental health problems that mean a telephone adviser would not be able to help 
them.

There are plenty of situations in which telephone advice will not be suitable. But there 
are also plenty of situations in which telephone advice is perfectly suitable – such as 
the case of Ben, the man with utility debts mentioned at the beginning of this article. 
The same could be said of the two other major channels of debt advice: advice given 
online, and advice given face-to-face. 

As part of answering our big question of how to make sure everybody has access to the 
money advice they need, we need to understand which advice channels will be suited 
to which people. How many people will require face-to-face help? How many people 
would be best served by online advice? How many people require telephone advice? 
We then need to make sure individuals are quickly directed to the advice source that 
would best suit their needs. Again, it would be of little use for the advice sector to 
know that X number of people are best suited to online advice, if we then fail to direct 
them to this advice. 

There are three facets to this issue. The first is ensuring that each debt advice channel 
has sufficient capacity to deal with the top end of demand estimates. The second is 
making sure people are correctly directed and referred to the best channel of advice for 
them. The third is that we need to understand how people can be nudged from slower 
and more expensive advice channels to another more effective channel, and what help 
they will need to switch. 

Currently, advice agencies and channels have evolved organically through time, with 
individual agencies expanding to meet growth in demand. This bottom-up, reactive 
development pattern has served us with effective results. However, there is recognition 
that the debt advice sector needs to become more sustainable, and this may require 
further work. We are in the midst of conducting large-scale research into this issue and 
hope to report findings later in 2011. These findings can then be used to make clear 
judgments on how best to balance the capacity of different advice channels in the 
future. Crucially, this will need to be augmented by an information campaign to reach 
those sections of the population who have not yet been helped. 

How can we continue to develop and improve the advice offered?
Having ascertained how many people might require debt advice, and where they 
should be getting advice from, there is a final step in answering our big question. That
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is to make sure the advice itself is as effective as possible.

Long experience (National Debtline has been open for more than 25 years) tells us that 
advice must constantly evolve in accordance with changes in both the credit and debt 
industry and the population at large. That evolution has seen the emergence of online 
debt advice services, as well as other tools such as the Common Financial Statement or 
CASHflow. Future developments could include anything from smartphone application 
technologies to social networks to live video advice through services such as Facetime 
and Skype. 

Sometimes there is just no substitute for trying things out at ground level to see 
what works. It is this idea that has led to the Money Advice Trust’s Innovation Grants 
programme. This programme looks to fund new advice projects with a view to sharing 
successful practices at the end of each year-long cycle. Providing effective, consistent 
advice across the country is no mean feat, and implanting new ideas into an often 
overworked sector is even tougher, but by offering clear examples of success, we hope 
to make on a regular basis practical changes that have a direct impact on the quality 
and effectiveness of advice. The feedback from our first round of grants will come later 
this year. 

How can we make sure everybody has access to the money advice they need?
It is a big question, and as such it requires a big answer. I believe that if we can 
generate a clear understanding of just how many people might find themselves 
with a debt problem and in need of advice on how to deal with it, then nuance that 
understanding with a knowledge of what channels to use to deliver the advice, and 
then finally ensure that advice is as effective as possible, then we will be offering a 
very compelling answer. 

At the beginning of this article I mentioned the case of Ben, who had benefited from 
money advice after calling National Debtline. His case is one among literally millions 
of people who have shared directly in experiencing the clear benefits of the sector, and 
in fact all of society benefits from the work of the free-to-client money advice sector. 
There is, as I said in my introduction, a lot to be gained from getting it right. 

Beyond the work being carried out to improve the effectiveness and efficiency of 
the money advice sector, there is also important work to do in ensuring good money 
guidance is accessible for all. Money guidance can help prevent financial problems 
reaching levels where expert help is needed. When coupled together, money advice 
and money guidance provide a holistic service, ensuring people have all the tools and
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information to help tackle their debts and manage their money wisely.
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Responsible credit – learning from other countries

British households are in their worst financial shape in living memory. Personal debt 
levels have grown to more than 160% of annual disposable income, and a climate 
of fear and insecurity has eroded consumer confidence. In the wake of the financial 
crisis, insolvencies, mortgage repossessions and unemployment have all risen sharply; 
wage growth is subdued, and budgets are under pressure, with food, fuel and travel 
costs all increasing. The mortgage market has stagnated, with a generation potentially 
locked out of home ownership. Public spending cuts are hitting families on low-to-
middle incomes hard. 

We have two urgent tasks. The first of these is to design and agitate for a rescue 
package for households, including the reassessment of our insolvency and debt 
management system. This rescue package should be based on the same principles as 
the bail-outs granted to financial institutions – comprising measures to increase the 
liquidity of households in financial difficulty, providing time and capital to reschedule 
their debts at lower interest rates, and enabling them to restore their balance sheets 
by encouraging them to build up savings. To help pay for such a package, financial 
institutions, so keen on the rewards of risk taking, must be made to shoulder their fair 
share of the losses arising from the pre-crisis period of irresponsible lending.

Our second task is longer-term but no less critical. We need to radically revise our 
approach to credit regulation – critically reassessing the role of credit in society and 
asserting the public interest over the freedom of the market. As this chapter proceeds 
to discuss, if the current trajectory of development in our credit markets is permitted 
to continue then the result will be the acceleration of wealth inequalities and the 
entrenchment of divisions between rich and poor. 

There is much that we can learn from other countries in both these respects. Insolvency 
and debt management systems in particular vary greatly from one country to the 
next, providing us with opportunities to compare and contrast approaches. We need 
to draw from the best of these: accepting from the outset that it is unreasonable 
for households to repay the current debt burden in full. Writing off a proportion of 
household debt,1 and restructuring the remainder, would reboot economic growth, 
create jobs, and put the public finances back on track. 

1 There is, of course, a lengthy history of societies taking such measures at times of debt crisis, including the 
Christian tradition of Jubilee, which reasserted itself in the campaign for the write-off of debt owed by developing 
countries in 2000.
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We should also now seek out alternative models of regulation. Not all countries were 
as keen as the US and the UK to liberalise their credit markets from the late 1980s 
onwards, and there remain different approaches to welfare provision, particularly in 
some Scandinavian countries and in France and Germany. It is no coincidence that 
personal debt levels in these countries are also lower (relative to GDP) than is the case 
in the UK, and that there are more developed social lending systems to meet the needs 
of lower-income groups. 

A rescue package for households
There are two main ways in which over-indebted households can be helped in the 
current crisis – either en masse through the implementation of a comprehensive 
package of support provided by lenders, involving the write-off of a proportion of 
outstanding household debt and the restructuring of the remainder; or individually 
through the use of insolvency and debt management systems. The first of these is 
preferable, as it would recognise the systemic failures that have created the current 
crisis, quickly restore consumer confidence, and provide debtor households with the 
additional liquidity required for them to start spending again. It would also ensure that 
they were not subsequently excluded from the credit system. 

The US has come closest to adopting this approach, requiring lenders to restructure 
mortgages through the Home Affordable Modification Program2 to ensure that no 
borrower is required to pay out more than 31% of their pre-tax income on mortgage 
repayments, for example by reducing the interest rate to as low as 2% and extending 
the mortgage term to as much as 40 years. In February 2010, the US Treasury also 
provided an additional fund (the Hardest Hit Fund) to support individual states in 
writing off elements of the mortgage principal to ensure that repayments are 
affordable.3

Unfortunately, this is not an approach that the UK government has chosen to adopt. 
Instead we will have to contend with a long drawn-out process of stubbornly high 
insolvency rates, mortgage repossessions and recovery actions; this will have the 
effect of depressing consumer confidence and increasing levels of exclusion from 
credit markets for years to come. At the very least, then, we should ensure that our 
insolvency and debt management systems are fit for purpose. For example, we should

2 For further details, see: https://www.hmpadmin.com/portal/programs/hamp.jsp
3 For further details, see: http://www.treasury.gov/initiatives/financial-stability/programs/housing-programs/hhf/
Pages/default.aspx
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look to adopt the following practices from other countries:4

• ensuring debt recovery is subject to a moratorium pending the negotiation 
of debt repayment plans (France), and providing an opportunity for at least a 
partial write-off of debts without requiring formal court involvement;5 

• protecting the living standards of debtors, and ensuring that they are able to live 
in “conformity with human dignity” (Belgium), for example by calculating debt 
repayments with reference to minimum budget standards or average income 
levels and ensuring that these are applied consistently by all debt management 
and insolvency agencies;6

• providing greater protection for debtors’ homes within insolvency procedures 
(the US and Canada); and

• incentivising debtors to take up employment, for example by adopting the 
“payback” system from Germany, which ensures that debtors whose income 
increases during the period of their insolvency, and who make a higher level of 
repayment as a result, are rewarded by receiving a proportion of these payments 
back at the end of the procedure.

In addition, there is currently a need to ensure that debt management plans and 
insolvency procedures result in the rehabilitation of debtors, enabling them to access 
credit markets. While the stated aim of many countries’ insolvency systems is to

4 It should be noted that the lengths of insolvency procedures vary significantly between countries. For example, 
discharge is not normally achieved in Germany in under six years, while in Canada discharge is available for 
first-time bankrupts with no surplus income (calculated using a standard formula) after just nine months. Where 
Canadian bankrupts have more than $200 in surplus income, then they are expected to pay half of this excess to 
their creditors for a period of at least 21 months. The impact of these variations in discharge periods on the extent 
to which household debt is written off and on the economic growth prospects of different countries requires 
further study.
5 Debt management plans in the UK are lengthy, and as a result many are not sustained. In 2009, the Ministry of 
Justice indicated that average repayment terms negotiated by commercial debt management agencies required 
these plans to run for 12 years. However, in reality, debtors were able to sustain the payments for less than 36 
months.
6 For example, in the US Chapter 13 procedure, insolvents are required to make payments from the excess of their 
income over the median household income level in which the debtor resides. In the Netherlands, a clear minimum 
income standard is used, based on socially acceptable levels of expenditure for different household compositions. 
The level of expenditure set out by these standards is publicly available. In the UK, some debt management agencies 
use the Money Advice Trust/British Bankers’ Association “trigger figures”, but these are (i) not universally accepted; 
(ii) not used to calculate repayments in formal insolvency procedures; (iii) not publicly available; and (iv) based on 
surveys of actual expenditure levels rather than on research into what is socially acceptable. As a consequence, the 
living standards of debtors in England and Wales are likely to be worse than in many other countries.
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provide for a “fresh start”, the reality is that future access to credit is gate-kept by 
private credit-scoring systems, with credit reference agencies recording information 
on prior insolvency for six years.7 

A new approach to credit regulation
Addressing the immediate debt problems of households will not, however, be sufficient. 
The pre-crisis approach to credit regulation – “light touch” in character, underpinned 
by assumptions of perfectly rational consumers and lenders, and overconfident in the 
ability of the market to self-regulate – has been widely discredited, but so far there 
has been inadequate debate about its replacement. Policy makers have been primarily 
focused on structural issues – either in respect of financial institutions themselves or 
in relation to the overarching regulatory architecture. But they have been much less 
interested in critically reassessing how households and businesses use credit – why they 
have increasingly been doing so, and the societal implications of this, for example in 
respect of wealth inequality and social mobility.

As a consequence of the crisis, many governments, whether willingly in the case of the 
UK, or under some duress as in the case of Greece, are now embarking on deep and long-
lasting cuts to public spending. This is accelerating the longer-term trend of declining 
state welfare provision. In the longer term these cuts can only serve to increase the 
importance of access to credit for households, making even more reliant on credit as the 
tool with which they smooth out fluctuations in income and expenditure and raise funds 
for essential investments in their families, homes and businesses.

It is here that the experience of the 1990s recession is instructive. The immediate 
response of lenders then, as now, was to undertake an initial flight to quality,8 which 
restricted access to mainstream financial services but also created a growing problem 
of financial exclusion. The exclusion of lower-income households and households with 
prior default histories from mainstream provision subsequently drove the expansion of 
sub-prime or high-cost credit markets. For example, Marron9 notes that as the numbers 
of people excluded from mainstream provision grew throughout the 1990s, lenders used  
increasingly sophisticated credit-scoring techniques not to turn down applications but

7 This can be extended to 15 years where a bankruptcy restriction order is made. These are made where the Official 
Receiver believes the debtor to have behaved in a dishonest or “blameworthy” fashion, for example where they 
have taken on debt with no reasonable prospect of repayment. For further details, see: http://www.bis.gov.uk/assets/
bispartners/insolvency/docs/publication-pdfs/bro.pdf
8 Leyshon, A and Thrift, N “Geographies of Financial Exclusion: Financial Abandonment in Britain and the United 
States” in Transactions of the Institute of British Geographers vol 20, no 3 (1995), pp312-341
9 Marron, D “‘Lending by Numbers’: Credit Scoring and the Constitution of Risk within American Consumer Credit” in 
Economy and Society vol 36, no 3 (2007), pp122-123 
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to target people who had previously been considered poor risks with higher-priced 
products – often incorporating “behavioural pricing” systems which imposed heavy 
charges for missed payments on the very people who were most at risk of defaulting. 

Unless these underlying processes are checked by improvements in regulation, we run 
the risk of seeing their repetition on an even grander scale. Avoiding this requires us to 
recognise why households have increasingly turned to credit. This has not simply been 
because of developments within the financial services sector (such as securitisation), 
which increased its supply. There is also a demand side to be addressed. In an era when 
there is a lack of affordable social housing, and when private tenancies are typically 
available only on three-month lets, then it is no surprise that home ownership is highly 
prized. 

In the absence of large-scale house-building programmes, an expansion of mortgage 
credit can do only one thing – push up prices. This inevitably feeds through as an 
increase in the level of mortgage debt taken on by households. In the current climate 
much has been made of the potential lock-out from home ownership that younger 
people are now facing. Addressing this problem requires not only a rethink of the way 
that our mortgage market operates, but a fundamental review of our housing policy.

Whether the issue is buying homes, accessing higher education, or developing 
vocational skills and progressing in employment, the reasons why households are using 
credit to the extent that they are is not due to ignorance or borrower irresponsibility 
but because there is a lack of other options available to them to secure desirable life 
outcomes. Over the course of the past 30 years the state has reduced its responsibilities, 
while financial services have grown in importance as the tool with which people are 
expected to manage their own risks. This “responsibilisation”10 of individuals appears 
to be a common process across Europe, although there are variations in the extent to 
which it has manifested itself between member states (for example, in respect of home 
ownership rates, or state subsidy levels to students in higher education).

The shift in responsibility from the state to the individual has major implications, 
because public provision is primarily funded through tax revenues – which can be 
designed in progressive ways to offset income and wealth inequalities – and because 
decisions over access to funds are subject to democratic debate and accountability. 
Reducing public provision and replacing this with increased use of credit can have 
the opposite effect, as poorer consumers are charged the most for services or may be 

10 Gray, J and Hamilton, J Implementing Financial Regulation: Theory and Practice (John Wiley, 2006), p21
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denied access altogether. As a consequence the process threatens to increase wealth 
inequalities and reduce levels of social mobility. Much greater intervention in the 
distribution of credit, and in respect of its pricing, is therefore now required.

Again, we should draw on international experience and expertise to guide us. In 
particular, we need to campaign for the new Financial Conduct Authority to be given 
the responsibility for both mortgage and consumer credit and for it to have powers 
akin to those contained in the US Community Reinvestment Act – ensuring that it 
monitors which communities have access to credit, and the terms of this, and enabling 
it to direct financial institutions to do more for lower-income groups – for example, 
by insisting on much greater funding to support the development of credit unions and 
community development programmes.

We also need to revisit European principles for responsible credit,11 drawn up in 
2005/06 by a coalition of consumer groups and academics, which place a much greater 
emphasis on how credit is used. 

Credit is essentially a transfer of potential future income to the present for which a 
price (interest) is paid. Using credit can be beneficial to households if the benefit they 
receive from the use of the credit outweighs the price that they pay for it. However, 
while this may be beneficial for individual households it may not be in the long-term 
interests of society as a whole, as it may accelerate the use of the planet’s resources 
to an unsustainable level. This is because one effect of a large number of households 
simultaneously choosing to spend tomorrow’s income on consumer goods is that they 
are bringing forward the use of resources necessary to produce those goods. As a result 
the earth’s resources may be utilised faster than they can be replenished. 

Greater control over the purpose to which credit is put, and the encouragement of 
credit to fund “productive investment”, in individuals and communities – for example, 
to fund improvements in skills levels, help with the formation of small businesses or 
social enterprises, or increase the use of renewable resources – are therefore of much 
greater importance than supporting the further expansion of consumerism.

11 For full details of the Principles of Responsible Credit, see: http://www.responsible-credit.net/index.php?id=2516
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The debt mountain, the credit decision and social tenants

This essay looks at the role of credit scoring in credit access in the UK. Credit-scoring 
matters when looking at the “debt mountain”, as it forms a critical part of the credit 
decision process. Credit-scoring processes in all areas – mortgages, personal loans, 
credit cards, motor finance and even business loans – were designed to facilitate 
optimal risk forecasts and better decisions.

If the debt mountain was large but considered affordable, then there would be less 
of a problem. So one can assume that the quality of lending decisions and changes 
in economic circumstances are more relevant than the absolute size. This is especially 
true for unsecured lending. 

Surely, one might say, credit-scoring decisions influenced the totality of acceptances 
to date, so if there is a worrying debt mountain then scoring could be a contributor. 
Yes, scores probably account for much but not all of past lending decisions and will 
increasingly influence future decisions – so it is worth looking at how they work in 
general and at their effects on some segments of credit in particular. 

Big Issue Invest has been looking at how scoring and referencing affect social housing 
tenants in terms of financial exclusion.1 The hypothesis was that social tenants might 
be being unfairly declined for mainstream credit – and therefore overly dependent on 
high-cost credit – because there was insufficient information in mainstream credit-
scoring models to score them properly. To test this hypothesis, Big Issue Invest undertook 
a study involving a detailed analysis of 50,000 social housing rental accounts. Data on 
rent payment was added to a generic credit-scoring model constructed and tested by 
credit-reference and credit-scoring firm Experian. 

Scoring systems intrinsically collect, organise and compare huge volumes of past 
data from those who pay and those who do not pay. They are but a set of sensible, 
logical and measurable instruments that help to make better decisions – a tool for 
underwriting decisions that have to be made anyway. In an operational mode they are 
only as good as the stability of the past data that underpins them, but a non-score 
credit decision maker still has to make a judgment. 

1 The social tenant market is made up of 4.3 million properties in the UK, managed by over 2,300 social landlords. 
Around 5.2 million tenants are estimated to be “credit active” and could be affected by improvements in credit 
decisions if social housing rent payment data were shared (and a further 3.5 million if private rent payment data 
were to be included).
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Increasingly, credit reference data has been to the fore as it is very predictive and 
a more-up-to-date and verifiable component within many scorecards. The scoring 
process is complex and methodical and the subject of much testing and validation. 
Ironically, the end result looks simple in that at the point of credit decision a variety 
of data responses to relevant questions lead to a single risk score. But properly used, 
such systems strike a good balance by ranking those with different risks of repayment.

The score decision alone is not enough of itself, as other factors come into play. 
Benign economic conditions create a comfortable desire for credit and one that can 
be supplied, especially if competition is rife and if there is an abundance of money to 
be lent. The current concern is that the UK economy has become overly dependent 
on consumer spending fuelled by unsustainable levels of credit: hence the need to 
reduce the debt mountain to more sustainable levels and rebalance the economy away 
from dependency on consumer spending. However, we should be careful what we 
wish for. Borrowing may go too low. One European government with a tighter control 
over consumer credit studied the UK model in this regard because the provision of 
consumer credit was observed externally as a spur to economic growth! What happens 
if the risk mountain continues to shrink substantially?

Lender management throughout its wider processes dictates the point where more 
or less overall risk is allowed onto the books. Cut-off points are set or reset – often 
alongside policy on income eligibility and minimum loan sizes too – to reflect an 
organisation’s risk appetite, which is related in turn to assumptions on revenue 
and losses likely from certain applicants. Incidentally, if a minimum loan size is set 
then lower-income applicants can be routinely declined, especially if there are also 
minimum-income requirements.

In strong and stable economic times, payment histories are in general good, which is 
reflected in the scores created. If the good times continue, this generates a confirmation 
in the performance outcomes of these loans. These are the conditions for a significant 
growth in lending. The scoring models play a part – but are they up to the job if the 
background economics change? These models were created in different times.

We observed in our Big Issue Invest studies that lending in the good times was provided 
to those on lower incomes and to social tenants, who were and are still risky compared 
with owners. A material number were in arrears, suggesting the possibility that the 
credit was a prop to an income that was too low. That is a social issue that needs to 
be addressed.
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A critical point here is to stress that a score gives a risk forecast but does not say how 
much to lend. Overloading a fairly low-risk borrower can lead to later problems that 
the score did not anticipate. 

Big Issue Invest found that there was a lack of data on the credit agency files for many 
applicants in our social tenant study – around 30% of tenants had “thin or empty” 
credit reference files. So some of these lending decisions were probably based on 
incomplete information. Many of those with thin files were more likely to be rejected 
– sometimes unfairly. 

The Big Issue Invest study recommends the addition of rent data to the credit reference 
databases, so that it can help bridge the information gap by providing a fuller picture 
of people’s payment behaviour. Incorporating this data can improve a scoring model’s 
capability to discriminate between those social renters who are more likely to pay for 
credit and those who are less so. The aim is to free up credit provision for those who 
can handle credit and restrict it for those than cannot. This segmented approach is 
invaluable.

In recent years the sheer volume of lending tended to mask high levels of arrears for 
both home owners and tenants. But it is clear from Bank of England figures that the 
mid to late 1990s saw a surge, with levels remaining high for several years.

It should be noted that it is only very recently that reference agencies have become 
able to access an almost complete picture of individuals’ bank debt. This has enabled 
better lending decisions to be made, but simultaneously credit policy has become 
increasingly tight.

Research now suggests that both the large secured mountain of mortgage lending 
and the smaller but still important unsecured hill are starting to shrink. Though fears 
of repossession of the former and the burden of being behind on loans can still bear 
heavily on some borrowers, arrears have been reducing too.

It is an open secret that banks and other lenders have tightened their credit policy 
on both secured and unsecured lending. A substantial increase in deposit is required 
for a mortgage, and higher credit-score cut-offs on loans are playing their part. Fears 
continue about falls in the property values that underpin mortgages, and banks are 
building their capital bases to re-establish their diminished reserves. Strictures to this 
end are appearing from rating agencies, regulators and central banks worldwide.
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Past consumer lending growth has been substantial, and some of the consequential 
losses have contributed to eroding the lender capital bases and inhibited profits and 
growth. Not all of this erosion has been due to consumer spending and borrowing – we 
are also seeing the impact of provision for the many losses from business, commercial 
property and corporate developments. That said, the amounts written off each year for 
consumer lending are still significant, with much of this attributable to home owners.

Retail revenues and spending on discretionary items are both falling, which is driving 
up closures on the high street. There have been deep cuts in employment, with more 
to come. All this adds up to a worried consumer, and as a result borrowing is down 
and declining further. Cars, sofas, new kitchens and other consumer goods are being 
resisted, despite frequent sales promotions and price cuts. The consumer is cutting 
back, which means borrowing less – and can also free up cash to pay down debts. 
However, and despite historically low interest rates for some potential borrowers, it is 
hard for a consumer to envisage how to pay back debt in the present downturn and in 
such inflationary times. 

But is the rationing of lending being done fairly and accurately? There is an emphasis 
on only lending to existing customers with known and good track records – presumably 
to minimise marketing and acquisition costs as well as write-offs.

It is only a short while ago that many more were gainfully employed, the economy 
was growing and the high street and the travel and motor industries were very happy. 
Loans were obtainable from a variety of sources, mortgage availability was strong and 
competition among lenders was rife. Now, with fewer holidays being taken and people 
preferring to buy older second-hand cars, there is a real reduction in credit applications 
– in terms of both frequency and amounts being borrowed. 

This is supply and demand at work, and both are weak. So, has the problem of the sheer 
size of the mountain changed because of the enforced low-risk appetite of the lender 
and the lack of borrower affordability? And are some of the tighter lending policies 
kneejerk reactions rather than having been rationally arrived at? Are some stable and 
creditworthy borrowers being overly cautious? 

The mountain is shrinking, due to supply and demand changes strongly related to 
economic influences. Borrowers are being more careful and lenders more cautious. 
Regulators are now keen to see lenders take into account unemployment, GDP and 
inflation changes in their lending policy, forecasting and provisioning processes. 
There seems to be a consensus that future lending should be careful and measured.
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Competition in financial services is still the mantra – but could this result in an 
oversupply once more?

Banks and lenders with low-risk policies are making many rejection decisions on those 
with good repayment prospects. As a result, lenders in the higher-risk areas are seeing 
an increase in higher-quality applications offered to them. Are banks being rational in 
their decisions? Have they relied too much on automated decisions and credit scores 
built on data that was suitable in past years but less so now? Do they have the capability 
or the cost appetite to investigate deals more closely on an individual basis? Are they 
now too risk-averse? And can we expect to see an on-going policy of tight lending? 

The Financial Services Authority speaks of higher degrees of enforcement under the 
coming new regulatory regime, but stresses that it is society that ultimately decides on 
and pays for heavier regulation. Do we as a society aim to control the level of lending? 
Are we in fact able to do so? We hear complaints that past lending was excessive and 
too easy to get, so are we seeking tighter controls? What will be the effect of lower 
borrowing on GDP?

In Singapore it was once illegal to provide credit cards to those who earned less than 
$10,000 each year. And a German consumer advocate at a recent conference proposed 
the banning of credit cards. Do we wish policy to be that stringent? Control orders were 
once tried on car financing which required high deposits, but ways were found to get 
past these. Or will banks soon be being encouraged to lend to consumers in the way 
they are being urged to for small and medium-sized enterprises?

Policy makers will need to see the extent of regulators’ action and if they have teeth. 
In the short term, we run the risk of jeopardising the completion of a very short and 
urgent journey by looking for a new fan belt, when driving conditions are already icy. It 
is the time for rational dialogue and for policy to be influenced by fact-based research. 
We need to make sure that the true needs of the consumer and the stability of the 
banking system are brought into step. 

Lenders are now much more likely to have to separate their consumer lending from 
corporate lending. This highlights the importance to them of consumer credit being 
both profitable and visibly fair. An excessive focus on existing customers will inhibit 
growth, but already incentives for new current account opening have started.

In addition to diminished lending volumes, the implied loan cross-subsidy income 
from the unpopular payment protection insurance has gone, and overheads are rising.
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All this suggests that credit will become not only difficult to obtain but also more 
expensive.

Turning to look at some component parts of the credit mountain, the Big Issue Invest 
study found that social tenant applicants with little or no credit experience or history 
were more likely to be declined for credit, or to pay a higher price for it. Those with a 
number of good histories at a credit reference agency have a high probability of being 
accepted, but those with thin or empty files are very likely to be declined. However, 
given the high declension rates – and the influence of lower incomes on loan sizes – 
the significance of social tenant losses is small relative to those of other tenures.

Banks revealed similar levels of credit applications between tenants and home owners 
relative to their proportions in the population. But tenants are twice as likely to be 
declined as are home owners, and despite this credit screening are twice as likely to 
default. This makes lenders wary of the tenant market, yet interested in the potential 
of new data to improve credit decisions.

We estimate that over 1 million low-income tenants could benefit from improvements 
in credit decisions if social housing rent payment data were shared (and more if private 
rent payment data were included). This highlights the need to look at how credit 
decisions are made to certain segments of the population, and to consider the use of 
additional data. 

It is increasingly difficult for tenants to get a mortgage – so there will be more and more 
people with limited credit histories and a higher probability of being declined. Social 
tenants are increasingly aware of this, and many see the value of their utility bills and 
rent payment histories in establishing a fair reading of their potential creditworthiness. 

This article has highlighted a number of questions that need to be directed at policy 
makers, regulators and lenders, and many of these relate to the position of the 
credit decision process itself. Rent payment data sharing will become an important 
component within segments of the market, and highlighted in the lending process to 
social tenants in particular. Implementation will require heavy investment, as sources 
of data are widespread – there are over 2,300 social landlords in the UK. To achieve 
the maximum benefit, a critical mass of data collection must be achieved, and soon. 

There are lending organisations and reference agencies that will achieve modest 
improvements and financial benefits, but few will see massive benefits in commercial 
terms. The social benefits are to the fore. Over 1 million low-income tenants could
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benefit from greater access to mainstream credit and financial services. Given their 
increased prominence in the drive to improve financial inclusion, credit unions should 
benefit from a wider sharing of rent payment data too.

The credit decision process is an important influence on the size of the so-called credit 
mountain, but this process is evolving and is increasingly under the scrutiny of the 
Financial Services Authority and other regulators. Lenders need to examine and improve 
their scoring processes, consider new sources of data, and examine subsets of their 
lending more fully, so that they are lending responsibly and fairly to all consumers, 
including those on the lowest incomes. 



What role can credit unions 
play in reducing the rising 
levels of personal debt? 

Mark Lyonette, Chief Executive of Association of British Credit Unions 
Limited 

Chapter 8

T H E  S M I T H  I N S T I T U T E

67



T H E  S M I T H  I N S T I T U T E

68

What role can credit unions play in reducing the rising levels 
of personal debt? 

One of the core roles of credit unions is to lend money, so it may seem counterintuitive 
to suggest that they can play a role in reducing the levels of personal debt. But they 
do this in a number of ways: by helping people to better manage their money, by 
encouraging saving, and by reducing debt burdens through responsible lending and 
providing an alternative to higher-cost credit. 

Credit unions help nearly a million people in this way, but the potential is there for 
them to do much more. Opportunities being created by new legislation and potential 
new funding mean credit unions could be helping many millions of people in years to 
come, by playing a real role in reducing over-indebtedness and increasing the level of 
savings among households on low-to-moderate incomes. 

Debt can be caused by expected financial events – such as Christmas and regular bills 
– and by ones less easy to predict. If an individual has developed a savings habit, both 
types of event are much easier to deal with and confidence to face life’s ups and downs 
is much improved. 

Credit unions encourage people to save in a number of ways, and encouraging 
good habits is best done by making those habits as easy as possible to develop. For 
community credit unions this could mean teaming up with a range of partners, such as 
schools and housing providers, to reach people with links to such organisations, or by 
making saving part of an existing transaction rather than a new one that needs extra 
effort to keep up. 

Credit unions were often established to serve employees, and many credit unions with 
a wider membership base allow people to save by payroll deduction. Payroll deduction 
is a simple and convenient way to build a savings habit and manage loan repayments. 
It is relatively painless and easy for the employee as he or she does not see the savings 
or repayments – they are sent to the credit union before wages or salary are paid into 
the employee’s bank account. Employers also recognise the benefits that credit union 
membership can bring through reduced stress and absenteeism. This has been used to 
reduce staff turnover in the public transport industry. 

Benefit Direct accounts, operated by many credit unions, have also proven to be a 
valuable way of encouraging people to set money aside. A portion of benefits paid 
into the credit union is allocated as savings, with the remaining amount available to
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withdraw. An average of 10% of benefits was found to be retained in the credit union 
accounts of Benefit Direct account holders in a 2007 study.1  

But even with a good savings habit and skilled money management, most of us will 
need credit at some point in our lives, and it is how we borrow that is important. When 
we use it, where we get it from, and how and when we repay it all determine whether 
credit is a useful tool for smoothing out peaks and troughs in income and expenditure 
or whether it starts off a cycle from which it is difficult to escape. Credit unions vary 
in the credit they offer, because the needs of their members and the capacity of the 
credit unions differ. But no loan from a credit union can cost more than 2% a month 
on the reducing balance in interest, and most loans, especially larger ones and those 
over a longer period, cost much less than this. 

Some people have more choice than others when it comes to borrowing, but even 
with a good credit rating and a decent income it is all too easy for convenient credit 
to become problem debt. Mainstream lenders advertise loans at less than 10% interest; 
however, these products are available only for larger loans. Smaller loans are more 
difficult to come by on the high street; for any amount in the hundreds rather than 
thousands, banks are more likely to agree an overdraft or offer a credit card. Credit 
cards handled well can be a great tool, but if not managed properly they can quickly 
result in high levels of debt which can take a long time to repay. 

Research carried out in 20102 found that while problematic debt was most likely to be 
due to an accumulation of events over time, a common event triggering later over-
indebtedness was “going mad with a credit card” at the age of 18. Paying just the 
minimum payment on a credit card bill could mean adding thousands of pounds in 
interest and decades to the repayment period. Add in a change in circumstances such 
as loss of job or relationship breakdown, and that debt can become not just a burden 
but unmanageable. 

A relatively recent import from the US that is causing concern to many debt advisers 
is the payday loan. Research published in 2010 by Consumer Focus3 found that the 
number of people taking out payday loans had quadrupled since 2006. More worrying 
was the finding that most borrowers are repeat borrowers, with many rolling over 

1 Decker, OS and Jones, P The Development of Southwark Credit Union 1982-2007 (Liverpool John Moores 
University, 2008)
2 Dearden, C, Goode, J, Whitfield, G and Cox, L Credit and Debt in Low Income Families (Joseph Rowntree 
Foundation, 2010) 
3 Burton, M Keeping the Plates Spinning (Consumer Focus, 2010)
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one loan into another the following month. With monthly interest charges payable at
anything from £13 to £30 for each £100 borrowed – APRs can be over 4,000% – it 
is easy to see how Consumer Focus came to the conclusion that “people can find 
themselves dependant on loans and facing a downward spiral of increasing debt”. 

Credit cards and payday loans are two risky forms of credit which have the potential 
to lead to unmanageable levels of debt. For the people in employment who are most 
likely to be using these products, credit unions offer an affordable and convenient 
alternative – payroll deduction for time-limited loans at affordable rates. 

Of course, those that are not in work often face even greater problems in managing 
their finances and keeping debt at an affordable level. As has already been stated, 
mainstream lenders are usually not interested in lending smaller amounts over shorter 
periods of time. As many, including Collard and Kempson,4 have noted, it is these sorts 
of loans that people on lower incomes tend to want. Because of this, and the increased 
risk perceived by lenders, these people are likely to have to pay much more for their 
credit – as well as for many other services. 

Save the Children5 has calculated that families on a low income may pay £1,280 
more than better-off households for basic services. One of the key components of 
this “poverty premium” is the cost of credit. The sorts of loans that people on lower 
incomes need are not, as we have already established, available through mainstream 
lenders: certainly not at the rates advertised by high-street banks. Without access to a 
credit union, people are usually limited to very high-cost options – home credit, rent-
to-buy shops such as Brighthouse or, at worst, illegal loan sharks. 

But it is not just the cost of credit that adds to the poverty premium. How people on 
lower incomes pay for basic services such as gas and electricity means that they pay 
more than better-off consumers. Research carried out in 20086 by Paul Jones confirmed 
that while interest in using direct debits was low among most people interviewed, 
there was more appeal if charges were lower and if there was a more flexible approach 
to missed payments. Of those interviewed, 78% of those with a basic bank account and 
89% of the unbanked cited certainty about charges as one of the four most important 
features of a bank account. Some 82% of basic bank account holders and 85% of the 
unbanked also highly valued low default charges. 

4 Collard, C and Kempson, E Affordable Credit for Low Income Households (Policy Press, 2005) 
5 Save the Children The UK Poverty Rip Off – The Poverty Premium 2010 (2011) 
6 Jones, P The Credit Union Current Account (ABCUL, 2008)
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With a savings account attached to a credit union current account, it is possible for 
transfers to be made to accounts when a direct debit is due, avoiding high charges for 
missed payments and the risk of default. 

Even without taking out credit or risking the high costs of bank account default charges, 
people can get into serious debt by getting behind on day-to-day bills. The largest bill 
that many households will have to manage is rent, which therefore brings with it a 
large risk of getting into arrears and debt. This can generate severe consequences both 
for households that do not manage payment effectively and for the landlords facing 
the costs of dealing with arrears and eviction. 

The introduction of local housing allowance for private tenants brought changes to 
both how housing benefit is calculated and how it is paid. Many private landlords 
worried about receiving their payment now that tenants were to receive it directly and 
pass it on to their landlord. 

A number of credit unions saw an opportunity here to help their members by assisting 
them to manage their finances and provide the reassurance that landlords needed if 
they were to continue offering tenancies to households receiving benefits. In a number 
of credit unions around the country, members can opt to have their local housing 
allowance paid into the credit union, which then makes sure that this is paid to the 
landlord, often for a small administration fee that the landlord is happy to pay. 

With the introduction of universal benefits, social landlords are likely also to face 
increased challenges in rent collection. Credit unions could play a major role in 
helping tenants and landlords to manage rent payments and prevent arrears. What 
will make this especially feasible are changes to the law due to come into force in 
early 2012. 

Social housing providers have been key partners for credit unions for many years, 
assisting with a range of resources and partnering on financial education projects and 
savings schemes. However, the geographical nature of the majority of credit union 
common bonds (that is, the legally required bond in common that members must share, 
such as having the same employer, being fellow members of the same organisation, or 
living or working within the same geographical area) has meant it is often difficult for 
a housing provider to ensure that all its tenants can access credit union services. Either 
there may be gaps where no credit union coverage is available, or housing stock may 
span the common bonds of multiple credit unions. 
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Changes due to be introduced by legislative reform order7 in early 2012 will allow credit 
unions more flexibility in determining who is eligible to join and use their services. This 
is likely to lead to a number of credit unions adding in staff and tenants of a particular 
housing provider to their common bond. This is set to bring an increase in larger-
scale collaboration to encourage saving and affordable borrowing among tenants and 
ensure that they have the tools to effectively manage their finances – including direct 
payment of housing benefit. Employees of large companies that do not fit neatly into 
credit union common bond areas will also benefit from these changes. 

Mobilising savings from employees is a key way in which credit unions around the 
world have grown to sustainability, but the British movement has not stopped there 
when it comes to learning from international colleagues. The strongest credit union 
sectors around the world are those that work together behind the scenes, using their 
shared resources to reduce costs and develop the products that their members not only 
need but, more importantly, want and value. 

This sort of centralised infrastructure was recommended by a Policy Action Team report 
published in 1999, but for various reasons did not come to fruition. Despite that, the 
sector did not give up on the aim of building the infrastructure necessary for credit 
unions to sustainably and consistently provide products that people want and need. 
The credit union current account, using the back office of the Co-operative Bank, was 
introduced by ABCUL in 2006. In 2009, Barclays announced £250,000 in support to 
allow ABCUL to explore key areas of collaboration with its members. This has allowed 
the development of the credit union prepaid card and pilot projects exploring the 
development of centralised debt collection systems and a specialised credit scorecard. 

It has also allowed ABCUL to build a business case for the development of a banking 
platform for the credit union sector. A centralised banking platform for the sector, 
coupled with forthcoming legislative change, has the potential to transform both the 
British credit union sector and the financial services offering available to households 
on low and middle incomes. 

This has been recognised by the UK government, following the success of the 
Department for Work & Pensions administered Growth Fund, which extended over 
400,000 affordable loans from 2006 to 2011, mainly through credit unions. In March 
2011, the government announced a new, £73 million fund to help the modernisation 
and growth of credit unions and allow them to meet more effectively the needs 

7 Draft Legislative Reform (Industrial & Provident Societies & Credit Unions) Order 2011
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of people who are financially excluded. One of the key ways to effect this that the 
government announced it would explore is through investing in a central banking 
platform to allow credit unions to gain from the advantages of collaboration. 

The government is particularly interested in the potential of a link-up with the Post 
Office network, which a central banking platform would enable. Credit union services 
would become far more attractive to millions of people were they easily accessible in 
real time through any one of 11,000 trusted and convenient Post Office branches. 

ABCUL started examining the possibility of credit union services becoming available 
through the Post Office network some years ago, and completed high-level modelling 
with the assistance of key experts in late 2010. This has demonstrated that an 
investment of between £10 million and £15 million in a core banking platform would 
help expand the scale of the credit union sector to serve over 2 million people a year 
over five years, giving all of them access to convenient savings products. The link-up 
will also give 1.4 million people access to small, short-term loans, saving over £330 
million in reduced costs of credit. For the cost of 90p a week, low-income consumers 
will be able to use an easy bill-payment service to save over £100 a year on utility 
payments and over £100 with a safe debit card, bringing access to the savings that 
internet shopping can bring compared with high-street prices. 

This one-off investment, coupled with the increased range of products and access that 
new legislation will bring, will be able to build the credit union sector to a scale where 
it will be sustainable and not reliant on public funding. 

Reducing the rising levels of personal debt is about much more than stopping 
people borrowing. What is needed is a combination of mobilising savings, providing 
information, education and tools to help people manage their money, and providing 
an appropriate and affordable source of credit. Credit unions already do this on a small 
scale in Britain, but it is clear from international examples that much more can be 
achieved through credit unions working together to develop products and tools than 
by working alone. 

With new legislation and by using collaboration to work smarter and increase access 
and convenience, the credit union sector in Britain is set to replicate the success of 
credit union sectors around the world and give people the tools they want and need to 
better manage their finances. 
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