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NATIONAL STRATEGY NEEDED ON PROBLEM OF OVER-INDEBTEDNESS

Ireland requires a national strategy for dealing with over-indebtedness, in order to assist the growing number of the population who are unable to deal with their debt problems.

According to the Combat Poverty Agency, which launched A Policy Framework for Addressing Over-Indebtedness today (21.04.09), the problem of over-indebtedness has increased significantly as a result of the economic downturn.

Commenting at the launch, Jim Walsh of Combat Poverty said: “It is estimated that between 7 and 10 per cent of Irish households are over-indebted. These figures are on a par with European data. However, they pre-date the economic downturn and it is likely that the rate of over-indebtedness is now much higher.”  
Mr. Walsh highlighted 2008 trends which suggest that over-indebtedness is on the increase:

· A 30 per cent increase in the number of queries to the Money Advice and Budgeting Service, compared to 2007; 

· Irish people feeling increasingly financially vulnerable, according to the Genworth Index of consumer financial vulnerability. (We currently rank the third most financially vulnerable of twelve European countries on this index. In 2007, Irish people felt among the most financially secure of the twelve countries); 
· An increase, since 2006, by a quarter in the number of mortgages in arrears for 3 months or more (up to 14,000, according to the Financial Regulator).
 “People on low incomes, lone parent families and larger households with children are most likely to experience over-indebtedness,” according to Mr. Walsh. “For example, twice as many individuals (18 per cent) in low-income households experience debt problems arising from ordinary living expenses than in the general population. Over a quarter of individuals in lone parent families experience debt problems arising from ordinary living expenses, as do a tenth of those in larger households with children. The problem of over-indebtedness can also be triggered by unexpected events, such as unemployment or sickness”.

Mr Walsh said: “In order to address growing levels of over-indebtedness, we need a comprehensive national policy. This should be based on an agreed definition of over-indebtedness. A high percentage of Irish adults are currently in debt to a range of institutions but have sufficient income to service that debt.  People are over-indebted, however, if their net resources render them persistently unable to meet essential living expenses and debt repayments.”  

Reliable data on the full extent of the problem are currently unavailable. The Agency said that more regular and consistent ways of measuring over-indebtedness need to be developed, so that the problem can be identified, tracked and responded to appropriately through national policy. Government agencies, local authorities, creditor institutions and service providers all have a role to play in gathering such data.   

“A national strategy to prevent over-indebtedness is urgently required,” according to Mr. Walsh.  Up until now, our policy response to serious debt problems has been largely one-dimensional. While the Government’s main response, the Money Advice and Budgeting Service (MABS), is very highly regarded, both nationally and internationally, money advice services are only one aspect of a more strategic and comprehensive approach to tackling debt problems in other countries. 

“MABS is an extremely effective model, but it must be adequately resourced to respond to current problems and demands” said Mr. Walsh.  “Other measures to complement the work of MABS and deal with the current crisis advocated by Combat Poverty are: debt-settlement provisions to enable people to repay debts within a foreseeable period; personal insolvency schemes to assist those who are unfortunately unable to do this; and alternative dispute resolution as a more appropriate way of dealing with uncontested debt. Currently, many debtors are ending up in court. This is not an appropriate solution and may not resolve the issue for either the debtor or the creditor. 
“Measures to prevent over-indebtedness occurring in the future are also required,” according to Mr. Walsh. “Since low income is a key trigger for over-indebtedness, Combat Poverty strongly advocates that social welfare rates are at least maintained in the current economic downturn. ‘Basic’ bank accounts, savings and affordable credit schemes, targeted specifically at people on low incomes, should form part of a national strategy on over-indebtedness. Measures to ensure responsible lending should also be prioritised.”
Combat Poverty also advocates comprehensive education at school level, to introduce young people to the concept of managing money more effectively. In addition, the new requirement placed on our recapitalised banks to provide funding to support financial education initiatives should target those most at risk of over-indebtedness. 
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