COVID-19 Impact on Personal Debt
Indebted households are less able to mitigate temporary windfalls in income and economic shocks. This
report provides an overview of personal debt levels in the UK and outlines expected impact on this due to
COVID-19.
Before COVID
Personal Debt in the UK was at record levels in the lead up to COVID-19, with 36% of debt held by the
poorest 50%1. Meanwhile a significant proportion of the population do not have adequate savings to see
them through periods of reduced income; research by Finder states 9% of UK adults have no savings and a
third have less than £600 in savings2
‘Rainy Days’, a study by Resolution Foundation3 shows the poorest households are also more likely to spend
a greater proportion of their income on housing costs – this can be up to 50% of income in the poorest decile
(extract below)

During Lockdown
The lockdown caused severe impact to UK household finances:




Average household income fell 4.5% in May, the worst decline since 19744.
A study by Standard Life Foundation found 11% of households were in serious financial difficulty
with a further 17% struggling to make ends meet.5
A survey by ONS in May, found 30% of all adults had needed to use savings to cover living costs
whilst 16% had to borrow or use credit6. Meanwhile, the extract from ‘Rainy Days’ below illustrates
that the poorest households were more likely to increase their use of consumer debt during the
crisis.

Many jobs were put at risk with a study by University of Oxford, Cambridge and Zurich finding 8% of workers
having lost their job due to lock down with a further 33% of respondents expected to lose their job within
the next 4 months7.
The government was quick to respond and put in place various protections:





9.4 million people were furloughed on the government scheme (as of July 2020)8
FCA issued new guidance to facilitate payment holidays for mortgages, credit cards and personal
loans for those struggling due to Coronavirus. Moreover, access to £500 interest free overdraft for
three months was made available to 27 million customer accounts9.
Eviction bans were put in place until 23rd of August [now extended to 20 Sep] to protect tenants in
arrears

Imminent Risks
However, various risks lay ahead when these protections end.




The unemployment rate is expected to triple from 3.9% to 12% by the end of the year10. This impact
will likely have a disproportionate effect on workers of previously shutdown sectors (such as hotels,
restaurants, and retail) which have been amongst the most impacted to date. Furthermore, those
working in these sectors typically have less savings and are unable to work from home, leaving them
more exposed to hardship on a reduction of income.11
Interest on borrowing continues to accrue whilst on Payment Holidays. With 1.8 million mortgages,
878,000 credit card and 608,000 personal loan payment holidays issued up to May9, this will likely



increase monthly debt repayment and worsen hardship for households unable to recover to preCovid income levels.
The eviction ban ending creates a risk of a wave of homelessness for those in arrears. The charity
Shelter estimates 230,000 adult private renters have fallen into arrears since the start of the
pandemic, bringing the total of rental arrears to 5%12. The Welsh government has launched an £8m
Tenant Saver Loan Scheme to provide low interest borrowing for rent arrears only whilst doubling
eviction notice to 6 months from July13. Similar measures in England would serve to protect tenants
in the lead up to unemployment increase amidst the coronavirus pandemic.

Interestingly, Citizens Advice East Herts quarterly data to June 2020 shows a reduction in Debt related
queries. This is likely to be due to the payment holiday support currently available for those struggling due to
Covid-19 and is expected increase from 31st of October when this support is closed to new applicants.
Meanwhile, there has been a 94% increase on employment issues raised and 17.4% relating to housing
queries, illustrating the immediate difficulties that households are facing.

Issues Raised by Client by Advice Issue Code, Q1 2020

Other impacts of debt exacerbated by COVID-19
Wealth gap
The previously mentioned study, ‘Rainy Days’, highlights the wealth gap between the wealthiest and poorest
households had already increased in the last decade to 2018 from £1m to £1.4m. This has likely increased
further during the pandemic with those with higher wealth more likely to be able to work from home,
reduce spending and improve their balance sheet due to ‘forced saving’. Meanwhile lower wealth
households are more likely to have suffered a reduction in income and reliance on borrowing to make ends
meet (extract from Rainy Days below illustrates this further).

Mental health
Many studies have shown mental health problems are much more common amongst people with debt, with
one in four of those experiencing a mental health problem being in problem debt, and those with mental
health problems being three times more likely to be in financial difficulty14. The Citizens Advice Report
‘Mental Health and Coronavirus’ looks deeper into the impact that coronavirus has had on mental health in
the UK.
Conclusion
The already high levels of debt amongst the poorest households are likely to have worsened during the
pandemic. This combined with the expected rise in unemployment will increase volumes of problem debt
and requirement for debt advisors. The FCA has already highlighted it expects debt advisor demand to
supersede capacity over the next 18 months. This could in turn lead to an increased reliance on debt
packagers and companies who charge high commission and fees to administer debt management plans.
In its June study, StepChange recommends introducing government grants for debt accumulated to pay for
essentials during the pandemic and further protection for housing insecurities and unaffordable repayment
demands16. We believe any such support would be welcome, however any grants for debt will likely require
administering alongside suitable debt advice to ensure sustainable, fair outcomes.
However, regardless of which further protections are put in place by the government, accessible, impartial
debt advice will be paramount protecting consumer interests. In preparation for the expected increase in
debt issues, Citizens Advice East Herts have increased their capacity to provide debt advice with the
recruitment of a new money advice team. This team will offer free support on financial capability and debt.
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