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Behaviour Change:

Personal Debt
This paper is concerned with debt held by individuals. This topic has rarely been out
of the news since the financial crisis broke in autumn 2007, and in fact was being
widely discussed before that. In terms of standard government accountancy
definitions, the United Kingdom is a highly indebted society: at December 2013, total
lending to individuals stood at £1.44 trillion,1 which, given 26.4 million households,2
implies £54,545 per household. Of this, £1.28 trillion was secured on dwellings
(therefore mostly house mortgages), leaving a mean of £5,992 per household of
‘consumer credit’, or debt that was either unsecured or secured against something
other than (and probably less secure than) dwellings. This paper is
mainly concerned with this latter category. Data from the Family
Resources Survey 2011/123 can be used to deduce a mean
household income of around £42,000 – less than mean household
total debt, but about seven times mean household unsecured debt.
It goes without saying, however, that both incomes
and the incidence of this consumer debt is very
varied across households, so that
many households will have
unsecured debt levels well above
their annual
income.
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The Challenge
So, a lot of people owe a lot of money. That need not be a problem, if everything is under control,
but the sheer size of the numbers involved implies that even in completely ‘normal’ times
macroeconomically, at least some people would have problems with debts. But at least since
2007, the times have not been normal macroeconomically; and for at least 40 years before that,
since credit cards first became widely available in the UK, commentators, practitioners and
researchers have been expressing concern about rising levels of debt problems among UK
consumers.
In the second quarter of 2013–14, Consumers Advice, as the main broad spectrum advice
agency in the UK, handled 395,000 debt-related issues for 122,000 clients, 28 per cent of all the
issues it dealt with.4 Step Change, a specialist debt advice charity, reports that 40 per cent of
users of payday loans – the most easily available but most expensive kind of credit, with APR
interest rates in the thousands of percent – used them to pay for daily necessities such as food
and travel to work, and 25 per cent used them to pay off other credit.5
Other stakeholders concerned about debt levels include creditor organisations such as utility
companies, and the courts service whose systems are overloaded with large numbers of cases
concerned with consumer debt. Government departments have recognised over-indebtedness as
a serious social problem.6,7,8 It is clear that substantial numbers of people have substantial
problems with debt, and are responding to them in substantially dysfunctional ways.
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The Psychology
In terms of fundamental theory, debt is one variety of inter-temporal choice, that is to say, the
person deciding whether or not to take a loan is choosing between outcomes that will be delivered
at different points in time. This is the area of choice where observed human behaviour deviates
most dramatically from the predictions of the kind of theory that dominated economics in the
20th century. By the standards of economic rationality, humans are appallingly bad at intertemporal choice.9,10,11,12 This is true not only in quantitative terms (people often make choices as
though they could secure interest rates on their savings of hundreds of percent), but also
qualitatively (people show reversals of preference that should never occur according to
conventional economics).11,13 Unsurprisingly, therefore, this is one of the areas where more
modern, interdisciplinary, empirically driven approaches, whether under the name of economic
psychology, behavioural economics, or experimental economics, have been most successful in
presenting an alternative account of economic behaviour.
In terms of fundamental observations, however, the most important point to make is that people
do not define debt in the same way as accountants do. Like many other ordinary-language
concepts (including economic concepts such as money14), debt as it is understood by ordinary
consumers is ill-defined. Different kinds of financial arrangements, all of which are
unambiguously debts in the technical sense, are understood as being debt to different degrees,
some of them perhaps as not being debt at all.15 Furthermore, the flexibility in the definition of
debt allows people to use definitions that are to a degree self-serving. Being in debt is generally
regarded as an undesirable state, and accordingly people frequently define debts that they hold
as not being debt at all. In this situation, it is useful to make a distinction between three different
consumer understandings:16 ‘credit’ (an arrangement between a willing lender and a willing
borrower, where the agreement is being fully honoured on both sides); ‘debt’ (a situation where a
payment of some sort that should have been paid has not been); and ‘crisis debt’ (a situation
where the consumer has debts that cannot be repaid at all, or can only be repaid with
disproportionate hardship, given his or her income and wealth).
In this briefing we are primarily concerned with crisis debt, but the other categories are relevant
because for some people they are stages on the way to crisis debt.

The evidence: What can psychology offer?
Psychological research on debt has concentrated on three questions:
■ How do people get into debt?
■ What are the psychological impacts of being in debt?
■ And how do people get out of debt?
How do people get into debt?
Perhaps the use of plastic money (credit and debit cards) makes it harder for people to keep
track of their expenditure than when they are using cash. The decline in the use of cash (in the
US, from over 30 per cent of all consumer transactions in 1974 to 20 per cent in 2000)17 has
www.bps.org.uk
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certainly coincided with a rise in unsecured consumer debt, and there is a little evidence that
using plastic leads to greater willingness to pay.18 However, the increase in the availability of
plastic applies across the board, and not all consumers fall into debt. What distinguishes those
who do?
Several routes into debt have been studied. They include above average use of plastic money,
especially credit cards, especially among students, and especially when they are aggressively
marketed;19,20 a lack of financial mentoring from parents;21,22 unrealistic social emulation;23
inappropriate entry into self-employment;24 personality factors;25 and various kinds of financial
attitudes, including impulsiveness;26,27 positive risk preference;28 over-optimism;29 materialism;30
and specific attitudes to debt and credit.31,32 Situational factors such as illness or accident, the
breakdown of a marriage or other relationship, the loss of a job, or the need to take on caring
responsibilities, have often been found to trigger debt.33,23 When people consider a credit
arrangement, they tend to judge its affordability in terms of the repayment amounts,35 or, in the
case of credit cards, by the minimum required repayment,34 even though when they have the
opportunity, they judge desirability more in terms of total cost of credit.34,37 Focusing on recurrent
cost means that if circumstances change an affordable credit arrangement can become an
unmanageable debt.15
Although these studies show that a variety of institutional and psychological factors affect whether
or not a household will fall into debt, wherever economic factors have been considered, these
have been found to be by a long way the most substantial correlates of debt.15,38,39,40 It must be
recognised that research into all three of the questions posed in this section depends on the
participation of people who are or have been in debt problems, and because debt is a distressing
and stigmatised situation, participation rates are often low and may be selective. There may be a
category of well-off debtors, who could pay their debts but choose not to,41 but if these people
exist, they also choose not to participate in research. Debtors who respond to researchers are
overwhelmingly poor: they have low incomes and high essential outgoings, usually because of
children. ‘Essential’ is of course a flexible category, and some of what is considered by parents as
essential expenditure on children might not appear necessary to outsiders. The motivation to
prevent children being seen by others, or by themselves, as less well off than the norm for their
peer group is very strong.42
To some extent the answer to how people get into debt is through being in debt already. People
who have serious debt to one creditor, for example a utility company, usually owe money to many
similar creditors.38,43 In a debt crisis, people often borrow from very expensive sources, such as
payday lenders or door-to-door moneylenders who operate on the borders of legality, and this can
cause a small debt to spiral into a much larger one.42 This point also brings to light another
important cause of debt: being young. When young people (especially young men) first take
financial responsibility for their lives, whether as students or as young adults moving out of the
parental home for other reasons, they often make mistakes, including using credit unwisely.32 If,
like many students, they come from prosperous families, or move on to good jobs, the
consequences can be dealt with. If they come from disadvantaged families and cannot find work,
an initial small debt may never be wiped out, and may grow to become a crisis debt even though
the person has been living within his or her means ever since that initial error.15,42,44
4

www.bps.org.uk

What are the psychological impacts of being in debt?
Debt is associated with high levels of anxiety,45 stress46 and general psychological distress,47,48 as
well as physical ill-health.49,50 It specifically increases the risk of clinical levels of depression,51 and
this effect is independent of the poverty with which it is often associated, and which is also a risk
factor for depression.52 It is a frequent precursor of suicide, attempted suicide, and suicidal
ideation.53 In addition to these general effects, it appears to cause changes in more specifically
economic attitudes and behaviour. People with long-term debts become highly skilled at
managing the little money they have available,54 but they often do so in ways that are
dysfunctional in the longer term (and certainly not in accord with their creditors’ preferences):
they pay off small debts completely rather than paying something off larger debts bearing higher
interest;55 they operate on very short time horizons in which the debt that falls due in a week’s
time has little leverage compared with a child’s need for lunch money today; they frequently
deliberately ignore or destroy communications from creditors – a characteristically depressive
response to a problem; and they make use of, and often have positive attitudes towards,
extremely expensive credit sources such as payday and doorstep lenders.15,42,44 Perhaps
associated with these short time horizons is a tendency towards more tolerant attitudes towards
debt.38,39 This can be seen most starkly among students in higher education, who show the
characteristic intolerant attitude to debt before entering university, but a more accepting attitude a
few months later, when they have been obliged to enter into formal debt arrangements to fund
their studies, and have often taken on other kinds of debt as well, for example through credit
cards.56,57
How do people get out of debt?
Some of the ‘poor debtor’ group discussed above clearly have little prospect of getting out of debt
at all. However, longitudinal studies do show that a substantial proportion of those reporting debts
in one year report being debt-free within a year,58 even among quite poor debtors.59 This
emphasises the point made at the beginning of this briefing, that not all debt is socially
problematic: lending and borrowing are part of our economic system; they can give people
flexibility in managing their affairs, and many people engage in them without ill-effect.
What, though, of those who do not simply rotate out of debt? Some are helped out. This is
frequently the case with students; tolerant families or first employers may see to it that it is
brought under control. For some, the much dreaded crisis of a county court summons may in
fact bring help, because the court imposes a repayment timetable that is more realistic than
creditors are demanding. Advisory agencies such as Citizens Advice or StepChange may be able
to help negotiate a realistic settlement, or guide people into bankruptcy, an Individual Voluntary
Arrangement with their creditors, or a Debt Relief Order (or their equivalents in Scotland);
counselling of this sort has been found to improve outcomes for serious debtors.60 Without such
help, the almost universal advice of ‘get in touch with your creditors’ is regarded by most debtors
as useless,42,44 and schemes to encourage debtors to do this have not yet been shown to benefit
either debtors or creditors.40
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Recommendations
Consumer credit is a necessary function in a modern economy, and used appropriately it
allows flexibility and enhances consumer choice. But it has risks. What actions could be
taken to discourage inappropriate use, and reduce the number of casualties?
(a) Improve education: The wide variance between optimal and actual intertemporal choices
means that there is some scope for consumer education. Trying to make this, as such,
part of a formal school curriculum is likely to be both difficult and useless, but including
calculations about debt and credit within ordinary maths education might be possible.
(b) Improve restricted acess: Inhibit the marketing of credit to younger people. Requiring
people to show that they can manage small amounts of credit before they are allowed to
take on larger commitments might well be effective. Taking credit should be treated like
driving a car – something you have to demonstrate competence for before you are
allowed to do it without restrictions.
(c) Improve credit awareness: A major cause of debt problems is people’s lack of awareness
of (or refusal to face) the total of their credit obligations and the nature of their credit
histories. A simple way of raising awareness would be to require credit rating agencies to
notify the data subject of any change in their credit rating or recorded credit history, thus
drawing people’s attention to the total of their debt situation. This would be predicted to
reduce indebtedness in the same way that regular use of a weighing machine helps
reduce obesity.
(d) Improve access to impartial debt advice: The current advice to people with debt
problems, to contact their creditors with urgency, is dysfunctional. Unless forced to by an
effective advice agency or the courts, creditors do not take proper account of their
debtors’ other liabilities (which are usually considerable) and thus make unrealistic and
unsustainable demands – further discouraging debtors from maintaining dialogue.
Debtors should only be encouraged to contact creditors when they have the support of a
competent advisor.
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