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Motivation

▶ Over-indebtedness has potential consequences both at the
micro and macro levels.

▶ It may affect the sustainability of household indebtedness and
may determine undesirable effects on household social, health,
and labor outcomes.

▶ Household difficulties may be transmitted to financial
institutions and, then, to the financial system’s stability.
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Drivers of over-indebtedness

▶ Financial imprudence (Disney et al. 2008):
▶ transparency of lenders’ terms and conditions;
▶ borrowers financial literacy and the ability to manage their

finances correctly (Lusardi and Tufano, 2009);
▶ psychological biases and mental shortcuts affecting consumers’

decisions and predictions about borrowing (e.g. Bucks and
Pence, 2008);

▶ Unexpected events (Keese, 2009), such as job loss, unforeseen
expenses, a rise in the cost of debt;

▶ Poverty, individuals have a lower chance of repaying their
loans.
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Literature

▶ Much of the debate focused on definitory issues. Most
common indicators reflect four aspects of over-indebtedness:
▶ A. making high repayments relative to income; B. being in

arrears; C. making heavy use of credit; and D. finding debt a
burden (D’Alessio and Iezzi, 2013);

▶ Over-indebtedness has grown after the Great Recession (EC
2010):
▶ changes in the labor market; higher competition in the

financial sector; and austerity measures;

▶ Association with emotional distress, mental health, depression,
and higher divorce rates (e.g. Sweet et al. 2013, Bridges and
Disney 2016).

▶ Higher risk of over-indebtedness for financially and socially
excluded individuals (Anderloni and Vandone 2008).

▶ Research is scarce on the poverty - overindebtedness
relationship (Kuypers and Verbist 2022)
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Aims and contributions

▶ We study the relationship between overindebtedness and
poverty, focusing on arrears.

▶ We provide a dynamic analysis of arrears in Italy:
▶ Uncovering (true) state dependence may help characterize the

phenomena’ transitory/permanent nature.

▶ We evaluate how poverty affects the probability of being in
arrears accounting for the possible endogeneity of poverty (we
relax the strict exogeneity assumption):
▶ Selection issues because of time-invariant unobserved factors

jointly affecting both arrears and poverty processes;
▶ Feedback effects from arrears to future poverty status.
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Data
Sample

We use data from the EU-SILC:

▶ Longitudinal data for Italy for the period 2016-2019.

▶ We focus on the relationships between poverty and arrears.

▶ We explore a sample of individuals aged 16 or more, for which
T ≥ 3. This selection leaves us with around 76,000
observations.
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Data
Variables

▶ Being in arrears is defined according to the presence of arrears
in at least one out of the three items:
▶ Arrears in mortgage or rental payments;
▶ Arrears in utility bills;
▶ Arrears in on hire purchase installments or other loan

payments;

▶ Poor individuals are those living in a household with an
equivalized income below the threshold of 60 percent of the
national household median.

▶ Control variables: age, sex, and education of the household
head, presence of children and members with disabilities,
home ownership, number of members employed /
non-employed, number of pensioners, local unemployment
rate, and time and regional dummy variables.
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Descriptive statistics
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Econometric strategy
The framework

We use a dynamic bivariate model with recursive structure.

▶ We model both arrears and poverty processes accounting for
genuine state dependence, correlated random effects, and
endogenous initial conditions (Wooldridge approach 2005).

▶ Our approach account for potential feedback effects from
arrears to future poverty.

▶ We allow time-invariant unobservable factors to be correlated.
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Econometric strategy
Model specification

▶ Arrears equation

▶ Poverty equation

ρ = corr(µi , εi ) (1)
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Selected results
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Selected results by macro-regions
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Conclusions

▶ We find evidence of arrears state dependence, but the
trapping effect declines over time.

▶ Poverty increases the risk of being in arrears in the
medium-long term, while the effect is negative in the short
one.

▶ Feedback effects from arrears to future poverty.

▶ The effects are heterogeneous at the regional level, and
greater in the South of Italy.
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