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Abstract: This paper investigates the dynamics of low income household (LIH) indebtedness under
austerity in Britain. Building on a range of political economy studies on the role of the state in the
process of financialisation, the paper discusses the transition in the nature of LIH indebtedness in
connection to the recent welfare retrenchment. The analysis of survey data and semi-structured
interviews establishes the fact that LIHs experienced the greatest growth in unsecured debt to income
ratio under austerity. More importantly, unlike the pre-crisis period when LIHs’ debt reflected a desire
‘to keep-up with the Joneses’, post crisis, a different form of indebtedness has emerged. There has
been a notable rise in debt for essential needs such as rent, food and utility services. Liabilities are not
only owed to banks and fringe providers (payday lenders, money shops, etc.) but also to non-financial
companies and local authorities which have become de facto creditors. The evidence in this paper
shows that these changes are directly related to the austerity measures, especially, to the cuts in
welfare budgets and the intensified use of ‘disciplinary techniques’ in the form of sanctions and
administrative / legal enforcement of debt collection by public sector entities.

Key Words: financialisation, austerity, Great Recession, unsecured debt, essential needs, low income
households, welfare state, Britain
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1. Introduction

Debt has been an important aspect of life for low income households (LIHs) after financial
liberalisation in the 1980s. This is reflected by the extensively discussed role of subprime lending in
the formation of financial instability. A decade after the 2008 crisis, high indebtedness continues to
be a serious issue amongst LIHs in Britain as reflected by the reports from various public organisations
(NAO 2018, IFS 2018, FCA 2014). While much of the literature continues to focus on the growth of
household debt prior to the 2008 financial crisis, this paper aims to investigate the dynamics of
indebtedness in the aftermath of the crisis.

Political economy studies on financialisation are of particular relevance to the analysis in this paper as
they have successfully unpacked the multiple dimensions of growing household debt amongst low
income groups before the 2008 crisis. A prolific element of this literature has focused on the
transformation in the operation of markets and firms with corporate management, prioritising
shareholder value and/or rent extraction through non-productive activities (Froud et al 2000, Lazonic
and O’Sullivan 2000, Boyer 2000, Lapavitsas 2009, Treganna 2009, Dymski 2010, Stockhammer 2015).
Another element of the literature has highlighted the change in the role of the state, the politics of
distribution and the question of rising household debt in the pre-crisis period (Barba and Pivetti 2008,
Rajan 2010, Wisman 2013).

The influence of the state in the process of financialisation and the growth of low income household
indebtedness is central to the analysis in this paper. From a theoretical point of view, the paper draws
on political economy literature (e.g. Crouch 2009, Lazzarato 2013, Soederberg 2014) that explains the
role of the state in the production and reproduction of low income indebtedness and cultural economy
literature on governmentality that explains the processes through which such outcomes are
maintained (Langley 2008, Aitken 2010, Lazzarato 2013). Building on these studies, we underscore
two sets of transformations. One is the change in the role of the state in moderating capital-labour
conflict (Crouch 2009, Lazzarato 2013). The other is related to how states have facilitated the
penetration of finance to the poorer sections of society through so-called ‘financial inclusion’ policies
(Aitken 2015, 2017) and the gradual dismantling of social protection systems (Soederberg 2013, 2014).
We emphasise that the processes in which these changes and the increasing use of debt by the poor
are legitimised, normalised and internalised involve cultural modifications as well as a range of
disciplinary measures (Aitken 2010, Langley 2008, Lazzarato 2011, Marron 2012).

Extending this analysis to post crisis indebtedness amongst LIHs in this paper, we argue that austerity
measures, especially, the cuts in welfare and local government budgets, accompanied by a range of
disciplinary measures, have pushed the very poor into various forms of debt by severely limiting their
means of subsistence. Empirical analysis in the paper is based on two sets of data: a) statistical data
on household debt from UK household surveys and debt advice charities, b) primary data obtained
through semi-structured interviews with highly indebted LIHs and key informants from debt advice
charities. The findings show that LIHs experienced the greatest growth of indebtedness with respect
to unsecured credit during austerity. More importantly, unlike the pre- crisis period when debt was
seen as a way of accumulating wealth or ‘keeping up with the Joneses’ (Carr and Jayadev, 2014), post
crisis indebtedness amongst LIHs has been increasingly accounted for by essential needs such as food,



shelter and key services (e.g. utilities). In contrast to what is usually presumed, the creditors are not
only banks, payday lenders or pawn shops but also local authorities (LAs) as well as private companies.
Our interviews reveal that further retrenchment of the welfare state has significantly contributed to
the indebtedness of LIHs through the implementation of the cap on benefits, the closure of the Social
Fund, the aggressive use of sanctions and debt collection and enforcement actions which severely
limit the means of survival for the poor and force them into debt for some of their most basic needs.
Further disintegration of the welfare system in this way has created a new risk (of subsistence) for
unemployed and unable (or inactive) individuals.

The rest of the paper is divided into three sections. Section 2 presents an overview of the relevant
literature on the relationship between the retrenchment of the welfare state and the use of debt by
LIHs. This is followed by Section 3 which provides evidence on the relationship between high
indebtedness and welfare austerity through data analysis and discussion of the narratives that
emerged from semi-structured interviews. The final section summarises key findings and discusses
these on the basis of the relevant theoretical perspectives.

2. Unpacking indebtedness on low incomes: financialisation and the state

While mainstream studies explain household debt as a means of utility maximisation or on the basis
of behavioural factors® an alternative literature, inspired by a range of political economy perspectives,
has explained the contemporary dynamics of household debt on the basis of theories of
financialisation. Whether it is seen as a regime of accumulation? or increasing shareholder value? (see
van der Zwan 2014 for an excellent review), financialisation reflected the breakdown of post Fordist
capital-labour settlement (Boyer 2005) and has had negative distributive consequences. These
included the growth of the financial sector and its profitability (Lapavitsas 2009), stagnant real wages,
shrinking welfare state (Barba and Pivetti 2008) and increasing reliance of middle and low income
classes on debt. Indeed, it has been shown in the US that the leverage rate (debt to income ratio) grew
faster for lower income households during 1999-2009 (Carr and Jayadev 2015).

The role of the state in financialisation has been discussed in the extant literature with reference to a
couple of transformations. The first transformation is related to state interventions for moderating
capital-labour conflict and preventing various forms of instability. In the post WWII period until the
1970s, this conflict was addressed through Keynesian or neo-corporatist policies and the advent of
the welfare state. In the neo-liberal era, however, the moderation of the capitalist contradiction
involved the extension of mass credit to the middle and low income groups. In this new system of
what Crouch (2009) called as ‘privatised Keynesianism’, ‘instead of governments taking on debt to
stimulate the economy, individuals did so’ (p.390).

The processes through which financialisation (and debt) penetrated and pervaded the everyday lives
of people in the neo-liberal era have been well explained by cultural political economy scholars who
drew upon Foucault’s (2007) work on ‘governmentality’ as an ensemble of techniques ‘...to govern
people and their conduct’. In this view, individual subjectivities have been formatted through
institutions such as the media, schools, the welfare system and social policy in a process of ‘self-
cultivation’, involving techniques of standardisation, internalisation, normalisation, disciplining, etc.



(Lazzarato 2011). At critical transitional times, existing subjectivities are ‘reformatted’ in alignment
with changing power regimes and governmentalities.

The neo-liberal governmentality with respect to the greater use of finance by an increasing proportion
of population has been linked to the reformatting of existing ‘cultures of self’ and subjectivities, for
example, about social identity (worker vs entrepreneur), risks and responsibility. Financial activities
such as credit card balance transfers, debt consolidation, refinancing and equity withdrawal for
reduced interest and/or fee payments have become part and parcel of everyday lives as non-
conformance would imply ‘disciplinary measures’ such as higher fees and interest payments as well
as deteriorating credit rating, further contributing to self-disciplining (Langley 2008).

‘I suggest that the making of financial subjects and financial self-disciplines more
broadly plays on freedom and security as central features of (neo)liberal
governmentality...prudence and thrift are displaced by new moral and calculative
self-disciplines of responsibly and entrepreneurially meeting, managing and
manipulating ever-increasing outstanding obligations’ (Langley, 2008, p.135)

The second transformation is related to the role of the state in facilitating the penetration of finance
to wider segments of society, especially the low income classes. One of the distinct processes in this
respect has been states’ pursuit of financial deregulation and “financial inclusion' policies, leading to
the proliferation of ‘variegated’ credit providers (mainstream and low/high cost alternative credit
institutions), serving a range of customers with different characteristics and needs (Stegman 2007,
Stenning et al 2010, Coppock 2013, Appleyard et al 2016, Rowlingson et al 2016). The formalisation
and regulation of fringe finance (e.g. payday lenders, money and pawn shops), for example,
legitimised charging higher interest to those who are excluded from mainstream finance while
supposedly equipping them with a calculative capacity (Aitken 2010). As such, formalisation has
operated like a ‘dividing device’ as in the Foucauldian view that qualifies or disqualifies people as
(un)fit and (im)proper members of the society. Fringe finance, rather than indicating marginality or
insignificance, has been a particular form of ‘financial power and practice, involving pursuit of profit
at the edges’ (Aitken 2015). Hence, the so called ‘democratisation of finance’ has partly become a
process in which greater rents have been squeezed by the financial industry from every corner of
society (Erturk et al 2007, Montgomerie and Williams 2009, Aitken 2017).

The other process through which the state expedited the spread of financial transactions amongst the
low income groups has been the shift from collective to individualised systems of protection against
risks. Rather than a tax-funded welfare system, providing social housing, health protection, etc.
individuals are left to their own devices to insure themselves against potential risks. On the one hand,
home ownership has been promoted as a mechanism for an asset-based welfare system in which
individuals took greater responsibility for their own financial future (Finlayson 2009, Dowling 2017,
Montgomerie and Budenbender 2015). On the other hand, the retreat of the welfare state (involving
retrenchment of funds, conditional access to welfare benefits, punitive measures in cases of non-
conformance) (Finlayson 2009) in an environment of low-pay no-pay cycle in the labour market
(Shildrick, et al. 2012) opened up greater space for finance in the society.



A range of studies in the political economy literature examined the links between rising debt and
downsized welfare systems. For example, using Marxist political economy and emphasising the
growth of secondary forms of exploitation (taking place outside labour/wage relations) under
financialised accumulation regimes, Soederberg (2013, 2014) argued that the retrenchment of welfare
state has created ‘a system of debtfare’ in which the ‘surplus labour’ (including unemployed and
underemployed) resort to high-cost finance as a result of inadequate welfare provision:

‘...the debtfare state fills, in part, the role of the social welfare system by providing
individualised, market-based forms of subsistence ... [by] extension of credit cards
to the surplus population’ (p. 499).

As mentioned previously, a particular element of the increasing penetration of finance to formerly
unbanked or excluded populations has been due to the growth of fringe finance companies such as
pawnshops, payday and doorstep lenders giving credit to the low income groups who are excluded
from the mainstream markets (Aitken 2017, Stegman 2007, Coppock 2013, Appleyard et al 2016). The
rise of fringe finance has been directly related to the retreat of the welfare state as argued by Marston
and Shevellar (2013).

‘...it is too easy to simply blame consumer culture...there are deeper, structural
reasons for the rise in payday lending in countries such as Australia, the UK, Canada
and the US, not least of which is a pressure for a smaller social state...In effect,
inadequate wages, ‘bureaucratic disentitlement’, in the form of active deterrence
from seeking state assistance, and harsh financial sanctions associated with
welfare-to-work policies for those on income support encourage a greater reliance
on the fringe economy.’ (pp. 162-164)

Furthermore, several points highlighted by Lazzaroto (2011, 2013) are particularly relevant for the
developments after the 2008 crisis and the focus of discussion in this paper. First, despite the
continuation in capitalist relations, discontinuities occur in power regimes, as reflected by the shifts
from liberalism to ordoliberalism or neo-liberalism. Changes in power regimes reflect the continuing
alliance between the state and capital and varieties of governmentality involving different roles for
the state, capital and a host of institutions in different times and geographies (2013, p.207). Post crisis,
while it is difficult to point to a complete overhaul of the existing power regime, notable revisions are
taking place in defiance of expectations for states to moderate capital-labour conflict. This is reflected,
for example, by the changing rhetoric and discourse, for example, from ‘no government intervention’
to the bailout of banks or the authoritarian turn in the USA and other countries. At a more local level
in Britain, the aggressive disciplinary turn in the provision of welfare benefits, as will be discussed in
the next section, is part and parcel of the same trend. Second, the promises of responsibilisation (e.g.
leisure, pleasure, security) through entrepreneurial risk-taking (aiming deproletarianisation), home
ownership, ‘working class’ share-ownership, welfare state transfers, etc, which Lazzarato (2011) links
with ordoliberalism, are argued to have been further eroded under post crisis neoliberal
governmentality (p. 93), notably through the prolonged austerity regime extending over a decade.
Finally, debt as an infinite/unpayable obligation, unique to the sphere of finance is increasingly
extended to a wider range of social relations, including one’s debt to welfare state and society.



‘Welfare state policies are no longer solely disciplinary but based on continuous
assessment of prospects for ‘repayment’ not in money but through debtors’ constant
efforts to maximise employability’ (Lazzarato 2011, p.135)

This paper draws on the ideas presented above and contributes to the political economy literature on
the relationship between debt and downsizing of the welfare state through a focus on LIH
indebtedness under austerity in Britain. The highlights of our contribution can be summarised in the
following way. First, the paper provides a distinct portrayal of low income indebtedness. It shows
that post crisis, a new form of indebtedness amongst LIHs emerged. LIHs no longer enter debt solely
for the acquisition of assets (e.g. housing) or maintaining a certain lifestyle — characterisation that
dominated the analyses of financialisation so far. Instead, the data here shows that after the crisis and
under austerity, low income households, especially the poorest, have found themselves borrowing or
building up arrears for essential necessities. This is not only a continuation but a different form of
financialisation of everyday lives, reflecting its further expansion in terms of the uses of debt and the
populations affected. Second, the analysis uncovers the direct role of the state in the expansion and
reproduction of LIH indebtedness through austerity, akin to the discussion presented by Soederberg
(2013, 2014), Lazzarato (2011) and Crouch (2009) in different contexts. No other period of
financialisation provides such forceful evidence of the direct contribution by the state to the
indebtedness of the poorest sections of the society at a time when it has used rescue operations and
debt relief measures for financial corporations. Third, the paper identifies two particular channels
through which the state has directly contributed to LIH indebtedness. One is through top-down cuts
in the welfare and social policy budgets of central and local government departments, which have
limited the means of survival for those who partly or wholly depend on benefits and forced them into
debt. The other is through significant revisions to the techniques of governmentality which other
scholars have discussed in relation to the pre-crises period (Langley 2008, Lazzarato 2011, Aitken
2010). These revisions are affecting individual subjectivities and social culture through negative
moralisation of claiming welfare benefits as well as intensified use of disciplinary measures such as
sanctions and enforcement of debt collections.

3. Low income household indebtedness for essential needs under austerity in Britain

Rising indebtedness of low income families in Britain has been directly related to the effects of
austerity programme, especially to the changes in the welfare system. The 2008 crisis presented a
new opportunity for neo-liberal political ambitions for sizing down the welfare state further. While
the pressures in national budgets are real, alternative policies that could work without austerity have
been shunned (Lavery 2018, Green and Lavery 2015, Wren-Lewis 2016, Blyth 2013). The welfare state
has been rolled back yet again across Europe (Taylor-Gooby et al 2017). Shorter support for young
people and those on Employment Support Allowance (ESA) and the introduction of caps on a range of
benefits (including child benefit, incapacity benefit and lately universal credit)* have directly
contributed to high indebtedness on low incomes in Britain (Mitton 2016, Kersbergen et al., 2014,
DWP 2016). Local authorities were worst affected in comparison to other government departments
with a 50 per cent cut in their budgets in real terms from 2010 to 2016 (Gray and Barford 2018).



Disciplinary aspects of welfare policies have become particularly aggressive (Watts et al 2014) with a
wide range of sanctions being implemented routinely. These have affected some of the most
vulnerable people unjustifiably (Oakley 2014). Overall, according to estimates of the Office of Budget
Responsibility, OBR (2016), a total of £45.4 billion will have been cut from the welfare budget until
2021, excluding increases related to uprating and case load (£33.6 billion during 2010-2015 under the
Coalition government and £11.8 billion under the Conservative government). Incapacity benefits
alone are estimated to decline by £2.1 billion in the same period. These measures have affected the
ability of LIHs to meet their basic needs, with around one-third to half of the benefit recipients being
unable to afford the essential costs of living (StepChange 2018, p. 4).

3.1. Debt for essential necessities

In this section, the rising debt burden of LIHs for essential needs has been discussed on the basis of
the two most relevant categories of debt. One is unsecured debt (e.g. credit card, overdrafts, store
cards, payday loans) that is not supported by collateral assets such as land and buildings. Although
unsecured debt is not always used for basic necessities, the discussion in the next two sections
indicates that it is an important last resort for the essential needs of LIHs. The other is arrears on
essential household bills such as rent and energy.

Figure 1. Unsecured debt by income status (%)
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Country wide data show that, post crisis, the average debt burden of British households with respect
to unsecured debt increased from £2800 in 2006-2008 to £4000 in 2014-16 (ONS 2016, 2018). Debt-
to-Income Ratios (DIRs), which are widely used as measure of debt burden (Gathergood and Guttman-



Kenney 2016, Hood et al, 2018),° provide a comparative picture of the degree of indebtedness in
Figure 1 for ten income groups, ranging from the bottom 10 percent of the population with the lowest
incomes, going up to the top 10 percent with the highest incomes. This clearly shows that the debt
burden of the lowest income households in the first decile had the highest growth (35 percent) from
2006 (before the crisis) to 2013 (under the Great Recession and austerity). Considering that 22 percent
of the population was in poverty both in 2006 and 2013 (DWP 2017) the population in the first decile
is likely to contain the poorest households.

Much of this rise is presented as a form of over-indebtedness (EU 2010, FCA 2018), reflecting a shift
in the moralisation of debt from being seen as necessary for ‘financial subjects’ to govern their own
consumption to being seen as excessive behaviour (e.g. buying things on impulse; spending without
ability to afford) (Marron 2012). A further culpability is identified in the lack of financial literacy.
Considerable efforts and resources have been invested to enhance capabilities in this area (NAO
2018). Negative moralisation of the use of credit and stress on financial literacy are ways of
reformatting existing subjectivities through what Aitken (2010) calls ‘dividing and pathologising’
techniques that distort reality and individualise wider social problems. While it is true that levels of
debt have been unmanageable for a significant proportion of LIHs as our data and discussion here and
below shows, this is largely related to adverse developments in the labour market (Andre et al 2013,
Blanchflower 2015, Gallie et al 2017) and the welfare system rather than being related to individual
behaviour (as will be shown below). For example, with a DIR of 35 percent, the debt burden of the
unemployed was more than twice the debt burden of the employed during 2012-2014 (ONS Wealth
and Assets Survey). Similarly, data provided to us by StepChange, a major debt advice charity, assisting
over half a million people —mostly on low incomes— indicate that the recipients of Job Seekers
Allowance experienced the greatest budget pressures under austerity.
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An important element of LIH indebtedness with respect to unsecured debt during the period of
austerity has been arising from difficulties with essential payments rather than the aspiration of
households to accumulate assets or to keep up with their wealthier peers. This is corroborated by the
UK Household Longitudinal Study (UKHLS) which collected data on self-reported difficulties in paying
rent, council tax, or household utility bills such as electricity, gas, water rates etc. More specifically,
the survey reported the extent to which respondents were behind payments for essential needs.
Figure 2 provides a reflection of the circumstances in this respect for 2012-2013, several years after
the austerity measures first rolled out. Classifying this data by income reveals that a greater proportion
of LIHs had arrears of essential bills. Over one-fifth of the UKHLS respondents in that category found
it hard to keep up with their housing payments and around 18 percent were behind with council tax
payments and a similar proportion were behind with payments for essential household bills. Note that
although council tax payments are not for basic needs such as food, shelter and key services, non-
payment of council tax can lead to being sanctioned and affect other welfare benefits. Individuals with
council tax arrears are found to be four times more likely to be behind on their rent and water
accounts and three times more likely to be behind on their electricity and gas bills (StepChange 2015)

Figure 3: Growth of arrears on essential payments from 2009 to 2016 (%)
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Further evidence on the relationship between being on low income and having debt (arrears) for
essential needs for recent years is provided by debt advice charities, assisting excessively indebted
households.® For example, the Citizens Advice Bureau indicated that two-thirds of the over one million
debt problems they dealt with during 2016-17 were related to household bills such as rent, energy
and water. This represents a major change in the debt structure of low income households since the
rollout of austerity policies in 2010-2011 when debt for household bills accounted for only one-third
of debt related advice (CAB 2018). Moreover, changes in the welfare system and the continuing
transition to Universal Credit resulted in benefit overpayments and these are now becoming a major



source of growing indebtedness amongst low income families. The rising debt for essential household
spending is also confirmed by National Audit Office that provided a minimum estimate of £18 billion
in personal debt owed to government, utility companies, landlords and housing associations (NAO
2018). A breakdown of arrears on essential expenditures is given in Figure 3 for StepChange clients.
This shows that the number of those with rent, council tax and water arrears was more than
quadrupled from 2009 to 2016. In terms of amounts, average debt per client doubled for water,
increased by 66 percent for electricity and over 50 percent for gas and council tax. Rent arrears alone
affected one in five clients in 2017 and those in social housing were more likely to be in rent arrears
than those in the private sector (StepChange 2018).

3.2. The links between the rising debt for essential needs and the welfare reforms: evidence
from semi-structured interviews

The rising debt burden of LIHs is closely associated with the regressive changes in the welfare system
during the austerity period. Since 2010, the debt of LIHs who were in need of advice has been
increasingly accounted for by debt to local authorities and central government while in the same
period debt problems caused by private creditors were more than halved (CAB 2016). In this section,
using data obtained through semi-structured interviews, we discuss the relationship between LIH debt
for essential needs and post crisis welfare retrenchment.

In the first place, let us provide some details about the data collection process, relevant to this section.
The interviews were conducted in two phases. The initial interviews were held in 2015 for a wider
study, investigating how LIHs coped with hardship in times of crises. In this round, a total of 24
interviews with participant households and 18 interviews with key informants were carried out in
London, Cornwall and Wales. The assessment of research material in 2016 revealed that the use of
debt was a crucial element of coping for a significant proportion of low income families. This prompted
another round of qualitative study in 2017, focusing exclusively on the extent, sources and uses of
debt. In this second round, further interviews have been conducted with 12 highly indebted low
income households in addition to four key informant interviews and two focus group discussions with
the senior officers and frontline debt advisors of major debt charities (Citizens Advice, StepChange,
Christians Against Poverty, Money Advice and Toynbee Hall). Key informant interviews have been
important in verifying the validity of the data obtained through household interviews as these
organisations together cover a large proportion of highly indebted people in Britain and were able to
reflect on the changing patterns of indebtedness across the country.

Our assessment and findings based on these interviews with respect to the relationship between
welfare austerity and over-indebtedness, can be highlighted under five major points.

Firstly, for the most vulnerable households, debt or arrears have often been a means of keeping
hunger at bay. Evidencing use of debt for food needs is not easy and statistical data are not available.
Semi-structured interviews with over-indebted low income households and key informants provided
considerable evidence that people use overdrafts, credit cards or other forms of loans just ‘to put food
on the table’.

‘A lot of people are having to make decisions whether to eat or pay for the gas to cook
the food on. I've known parents who don’t eat properly to make sure the kids get fed. And
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people sitting in really cold homes because they can’t afford heating...” (Key Informant,
Christians Against Poverty, Cornwall)

Mary, a single mother in her 30s with three special-needs children in East London told us that
sometimes she just tells herself ‘listen we’ve got to feed these kids’ and buys food, using the overdraft.
Madeline, a 35 years old single female participant in East London talked about her vulnerability
because despite receiving her Employment Support Allowance on the day of the interview, she had to
use it for a week’s rent and was still two weeks behind and there was no money for food and cried out
in her frustration:

‘... don’t know how the hell anybody survives on this amount of money because it’s just
impossible...housing benefit should just be for rent but that ends up being the only money
there is so, at the moment, credit cards maxed, that’s been maxed for ages, overdraft’s
maxed, everything’s maxed, all the bills are outstanding, [sighs]

At the time of the interviews, both Mary and Madeline were entirely dependent on welfare benefits.
However, cuts, freezes and restrictions outlined in the beginning of this section forced them to mix
benefits with debt through overdrafts, etc. in a manner akin to the ‘entrepreneurial’ use of finance
described by Langley (2008) and Lazzarato (2011).

Secondly, the cap on benefits and the sanctions introduced as part of the austerity programme, have
contributed to high indebtedness for essential needs. For instance, Joana (a single mother with 3
children in East London) used to contribute £17 per week towards her rent. After the welfare reforms,
her contribution rose to £68 a week. Because she felt she could not afford food for her children, she
stopped direct debit payments for rent which led to arrears on her rent and water accounts. Many
like Joana, who struggle to pay the extra contribution and fall behind on their rent payments, are
either evicted or threatened by eviction. According to a recent report by the National Audit Office, 63
percent more households (over 100,000) were threatened with eviction in 2016 due to rent arrears in
comparison to 2009 (NAO 2017).

Sanctions are applied either because of the failure to make extra contribution that lead claimants to
be in breach of their claimant commitment agreement or because of a miscommunication between
the participant and the job centre or the contractors of the Department for Work and Welfare (DWP).
Welfare reforms under austerity led to the widespread application of sanctions to different benefits
in the form of reduced or severed payments, leading invariably to rising levels of indebtedness. For
example, the proportion of sanctioned recipients of Job Seekers Allowance more than doubled
between 2007 and 2013 (DWP 2016). In 2015, close to half a million sanctions were applied (NAO
2016). Documents, not handed in on time, correspondence lost and difficulty in navigating through
complex procedures to access or maintain benefits were all consequently penalised with a sanction,
which in many cases resulted in a sudden halt to benefit payments and arrears. For instance, John's
rent arrears ensued a housing benefit sanction, imposed after a delay in the submission of a
document. Maria, due to delays in her medical reports, saw her housing, council tax and ESA benefits
stopped, resulting in substantial arrears on associated accounts. Some, like Amelia, were evicted from
her social housing after being sanctioned.
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Thirdly, the Social Fund prior to the austerity period played an important role for those on welfare
benefits in containing the effects of unexpected minor crises such as the breakdown of a fridge or
washing machine or a leaking roof through grants or zero-interest loans. The closure of the Social Fund
as a measure of austerity, meant that many people did not have access to crisis support to avoid
borrowing. Many local authorities have tried to contain the effects of such crises by introducing
‘discretionary schemes’ which in most cases suffered from lack of resources and hence were
ineffective in filling the gap left by the centrally funded and universally available Social Fund.

Fourthly, there are significant interactions between the austerity measures and deterioration in labour
market conditions. These interactions have led people bouncing between welfare and work (Shildrick
et al. 2012), further contributing towards greater indebtedness on low incomes.” Sam, a woman in
her 30s with three children lost her council flat due to rent arrears. ‘He [the husband] does a market
job and when it’s good, money comes in, but if it’s bad times money doesn’t come in’. Cynthia told us
emotionally, after finding a new job all her benefits stopped although she was not on a permanent
contract. So, when she lost her job, she rapidly accumulated debts. Cynthia’s case, according to our
key informants, resonates with the stories of many others, who resort to borrowing or other forms of
debt due to benefits being terminated or demand for higher contributions.

Finally, and most importantly, the pressure on low income households are intensified with rising
collections and enforcement pursued by local authorities or other government agencies whose
conduct is increasingly aggressive, involving debt collection companies, court actions and bailiffs. One
of the key reasons for rising destitution in Britain, according to Fitzpatrick et al (2018), is debt
collection measures. In the case of council tax arrears, a StepChange (2015) survey found that
sometimes bailiffs visited homes outside ‘reasonable hours’, or continued action despite clients
agreeing a repayment plan or entered homes when only children were in or contacted friends and
family about individuals’ debts. The affected people are also supposed to cover the administrative
cost of bailiff action which can go up to £500.

In a 2016 survey...half of respondents said they had been treated unfairly by bailiffs.
More than 40 percent said they were treated badly by a local authority creditor,
and HMRC debt collection practices were rated no better than payday lenders.’
(StepChange 2017: 6).

Indeed, our interviews also confirmed that banks and other private companies were more willing to
engage in debt restructuring and write off when contacted by debt advisers than public sector
agencies which hounded the claimants through intimidating calls or letters.® For example, Blessing
had to retire on medical grounds and found herself with growing liabilities. She reached a point where
‘the letters were coming fast and furious’ threatening her with court action and so on. She was so
scared and helpless that she stopped opening the letters and promised to pay something when
phoned ‘just to get them off [her] back’. This level of persecution by local authorities partly reflects
the severity of financial constraints they face. The impact of austerity on the budgets of public sector
organisations led to a significant shift in their conduct with respect to debt collection. The fact is that
the public spending cuts have been mostly cascaded down to the local authorities (LAs) which, in the
words of a report by Hastings et al (2015), reached a ‘tipping point’ with the burden being
disproportionately shifted on the poorer LAs. According to this source, the cuts in the budgets of the
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most deprived LAs amounted to £220 per head in comparison to £40 for the least deprived LAs during
2010-2015.

4. Discussion and Conclusions

A growing number of studies recognise the important role of financialisation and regressive changes
in the distribution of income and wealth for the dynamics of household indebtedness. However, this
strand of research almost exclusively focused on the period leading up to the 2008 crisis and the Great
Recession, hence, providing little insight into the dynamics of household debt under austerity. The
few studies that are related to the post crisis period mostly focus on financial providers such as payday
lenders (Marston and Shevellar 2013, Rowlingston et al 2016, Aitken 2017). To our knowledge, this is
the only study, focusing on the indebtedness of LIHs with specific reference to the austerity period in
Britain.

Evidence in this paper shows that while growth of household indebtedness prior to the crisis may have
reflected a desire to accumulate wealth or maintain socially acceptable lifestyles, a different phase of
indebtedness has emerged under austerity. The evidence from surveys, debt advice organisations and
interview data shows that the LIHs have been incurring debt for basic necessities such as food, shelter
and key services. This underpins the fact that debt is not always accrued from financial providers but
also from non-financial companies, providing key services like water and energy or local authorities,
providing social housing.

The rising debt of LIHs has been accompanied by divisive (Aitken 2010), moralising techniques (Marron
2012) of governmentality to create the necessary subjectivities. Prior to the crisis, positive
moralisation of credit/debt, embedded in a disciplinary process, normalised the greater use of finance
in the everyday lives of middle and low income families for better lifestyles, home ownership and
various forms of insurance. Post crisis, concerns about ‘over-indebtedness’ of LIHs by major entities
such as FCA (2018) and EU (2018) with emphasis on the need for prudence, thrift and financial literacy
have implied further revision of subjectivities. This, coupled with the portrayal of welfare recipients
as ‘shirkers and scroungers’ in the media and political discourse (Garthwaite 2011), reflect
reinforcements to the process of reformatting the subjectivities in relation to the welfare provision.
Furthermore, the evidence showed that welfare recipients are now forced to mix restricted sources
of subsistence in an enterprising fashion akin to the entrepreneurial use of finance, discussed by
Langley (2008), Lazzarato (2011) and others. These included rebalancing shortcomings in welfare
benefits with overdrafts and credit cards or accumulating arrears on one essential household bill in
order to be able to repay another debt or arrear.

There is a direct relationship between the greater use of debt for essential needs and austerity
measures in general and welfare reforms in particular. The process in which LIHs" debt for essential
needs is rising reflects the shifts and revisions in the techniques of neo-liberal governmentality that
some political economists highlighted (Aitken 2010, Langley 2008, Lazzarato 2013). There has been an
intensification of the disciplinary nature of welfare provision post crisis. The discussion above
highlighted two measures, in particular. The first is the widespread use of sanctions due to the cap
and freeze on benefits or enhanced monitoring for eligibility (e.g. through work programmes, digitised
oversight on job search efforts, reviews and assessments). Paradoxically, rising destitution as a result
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of welfare austerity (Fitzpatrick, et al. 2018) led to rising arrears on council accounts because of non-
payment of rents, council tax, etc by LIHs. Hence, local authorities (which have been the primary
agents of implementing the cuts) in their attempt to cut the welfare bill have become de facto
creditors for low income households under austerity. This brings us to the second measure: the
aggressive use of administrative and legal enforcement of debt collection methods. In their
desperation to balance the books, which were heavily affected by austerity measures, local
government and other public sector agencies resorted to more authoritarian practices for debt
collection, using debt management companies, court actions, bailiffs and evictions which further
deteriorated the indebtedness of the LIHs.

Together, these two measures have created a severely punitive and precarious welfare provision for
LIHs, cutting or restricting their lifeline to meet basic needs and hence, effectively leading to greater
indebtedness. Welfare precarity in this way forced the poorest households to choose between debt
and hunger, and to incur debt from variety of financial providers or accumulate arrears on essential
services. The deep disciplinary revisions in the post crisis governmentality remind those who are partly
or fully dependent on the welfare state that there is no ‘freedom and security’ on benefits and not
even for their most basic human needs unless they ‘maximise’ their efforts for employability
(Lazzarato 2013). Benefits should no longer be taken for granted and visible efforts must be displayed
at reviews and assessment to show that welfare support is deserved.

Overall, whether these measures are seen as ‘state-capital alliance’ or the state serving the interests
of capital, it is notable that the governments that provided direct support to financial institutions
through, for example, enhanced deposit guarantees or debt forbearance programmes (Langley 2009)
to maintain their solvency and profitability, have only afforded punitive measures to the poorest
sections of the society in Britain and directly contributed to their debt burden. Moreover, although
austerity programmes are supposed to be for the short to medium term and hence transitionary until
some level of stability is achieved, the continuing persistence with austerity and welfare retrenchment
a decade after the 2008 crisis bears the potential for these changes to be structural and to exacerbate
the problems with indebtedness among low income households.
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NOTES

1 For example, the Life Cycle Hypothesis (Modigliani 1966) predicts greater borrowing by younger individuals to
smooth consumption over a life-time but cannot explain the dynamics of debt across different socio-economic
groups. Behavioural finance considers factors such as money management style, attitude to debt and financial
literacy (Heidhues and Koszegi 2010, Disney and Gathergood 2013) although significant shifts in household
indebtedness at a macro level cannot be explained by individual behaviour.

2 The regime of accumulation approach views financialisation as a process of rent extraction through financial
channels (e.g. securitisation) at the cost of wages and profits through productive channels.

3 In this view, financialisation serves to raise shareholder value in the form of dividends, share buybacks that
motivated short-term business strategies.

4 For an extensive list of all the benefits affected with the cap, please see https://www.gov.uk/benefit-cap

5 Note that in estimating DIR, we only included those who held debt and the median data for each decile.

6 Families in need of debt advice typically have much higher debt levels than the generally accepted thresholds
of 20-25 percent of income. For example, the average unsecured debt-to-net income ratio for the clients of
StepChange was around 70-85 percent.

7 In precarious work or underemployment, the ability of people to save for ‘a rainy day’ is very limited and lack
of savings to fall back on is one of the most important reasons behind over-indebtedness. More than one-third
of people without savings cut back on spending for essentials and over 20 percent borrow to maintain the
spending on essentials (StepChange 2018: 5).

8 People reacted to these in different ways (and this to some extent depended on the severity of their
indebtedness) but invariably all experienced mental strain and anxiety which has been ever present in the
conversations of our participants in line with other studies (Clayton et al 2015, Hojman et al. 2016).
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