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Introduction

INTRODUCTION

Y BRINGING TOGETHER IRISH, British
Band other European research, as well as a
considerable amount of previously unpublished
dara and findings from research conducted by
Threshold itself, this report sets our ro provide a
coherent and comprehensive explanation of the
nature, extent and experience of debe in the Irish

housing system since the early 1990s,

Some of the major questions this reporr secks
to answer in the sections which follow include:
what is meant by the term housing debr? How do
we understand housing debt and the way it
operates in the housing system? How does housing
debt relate to the current private housing boom
and also ro wider social and economic trends
affecting Ireland? What is the extent of housing
debr in Ireland? What are its causes, both real and
perceived? How is it experienced and managed?

How is it resolved?

To answer these questions this report contains
a diversity of material on the phenomenon of
housing debr as it relates to owner-occupation and
the private housing marker; banks, building
societies and the mortgage finance industry: the
institutional and personal management of housing
debr; repossession and the role of the legal system
in resolving housing debr and also the impact

housing debrt has on social housing.

In doing so this report aims to provide a very
practical resource for any professional or agency
working in the area of housing policy.
administration or law. In addition this report will be
of interest to professionals in banking and finance,
as well as those from the fields of economics,
geography and other social sciences directly
concerned with housing provision and

consumption, Undergraduate and post-graduate

students will find this report a unique contemporary
research resource. Finally chis reporr will, of course,
have particular relevance for those involved in the

field of housing and in debt management.

The report contains six different secrions each
of which contain a set of practical, and also policy-
oriented recommendations based on the evidence
presented in each section. The six sections are also

supported by a number of appendices.

Section 2 introduces housing debr and
explains how it can be distinguished from other
forms of debt by its fundamentally different
nature. It develops two different, yer related
definitions of housing debt which are used to assist
our understanding of the phenomenon throughout
the rest of the report. The first is an operational
definition. The second is a conceprual definition,
which in turn is relied upon to make a number of
observations relating to the wider social and
economic trends affecting Ireland and their
implications for housing debt. Section 2 then
proceeds to examine current trends in the private
housing market, mortgage finance, house prices
and housing affordability. It concludes by
demonstrating how the affordability of private new
housing is declining and argues thar a growing
negative affordability gap between new house
prices and incomes can lead to an affordabiliry
crises in the housing market, particularly for new
entrants to owner-occupation. It suggests that the
capacity for increased housing debt, measured by
the incidence of defaulr, arrears and repossession, is

now greater than ever,

Section 3 relies upon a variety of different
sources to present a descriptive analysis of the

extent of debr in the Irish housing system from the
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late 1980s to the mid-1990s', It examines the
trends in mortgage arrears and repossession for
banks, building societies, and local authority
administered housing loans, It also presents data

on local authority rent arcears.

Section 4 seels 1o explain the causes of
housing debt by firstly examining the findings of
British and other European research into the
phenomenon of housing debt. This section then
tackles the role different perceptions of debt play in
providing explanation for the incidence of housing
debt. It explores the differences berween
perceptions of the causes of housing debr among
Irish banks, E‘Juilding societies and local authorities

as well as a sample of Irish households in housing

debr.

Section 5 explores the institutional protocols
for dealing with housing debt and also the
strategies that may be adopted by private
individuals to manage housing debt. It examines
established institutional procedures, nores recent
changes in practice and attempts to explain why
these changes have occurred. It also derails the
impact of recent changes in consumer legislation

and considers the possibilities for future

improvement in institutional arrears management
practices. Finally this secrion comments upon the
experience of living with housing debt.

Section 6 looks in derail at the process of
house repossession by examining two major aspects
of possession, Firsrly, it describes the legal basis for
compulsory repossession by modelling the various
stages of the legal process, and also presenes a
critique of their cost-effectiveness and
consequences. Secumﬂy, it examines the course
and consequence of voluntary possession and
questions the effect possession has upon borrower’s

attitudes to home ownership.

Finally, section 7 examines housing debt in
social housing. It presents findings on housing
debt in this tenure, in particular on local authority
perception of the main causes of housing debr
among both tenants and borrowers. In addition,
the housing managemenr pracrices of local
authorities in relation ro rent defaulr and arrears
are presented and their impact on wider strategic
housing management considered. Lastly, this
section reviews the recently established guidelines
on best practice in housing management and
comments upon the success of their

implementartion.

Due the significant difficulties in compiling a sampling frame of registered landlords willing o participare in survey

1 1
research thiy e does nor contin dats on the extent of rent arcears i the frrviee rented sector,
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2

THE NATURE OF HOUSING DEBT AND
RECENT TRENDS IN IRISH HOUSING

Introduction

DEI‘TI‘ IS NOT NEW to the capitalist system.
From the early periods of mercantile and
industrial capitalism, to today's stages of lare
capitalism, debt has been a regular, and arguably
necessary component of capiralism’s mode of
production, exchange and consumption. Being in
debr is no longer anathema to the value-system of
contemporary society. Unlike the Victorian era,
defaulters are not immediately gaoled in purpose
built debtor’s prisons. People who do not pay up
on time today frstly incur the wrath of increased
interest or penalty charges on the sum owed. Such
charges increase the cost of debr and the time taken
to clear it. Perhaps in order to protect against
complacency in repayment, imprisonment for debt
has not been prohibited, and remains the ultimate

sanction against borrowing,

The actual management of debr and
indebtedness is now akin to a service industry,
offering, as it does, numerous different options for
borrowing and regimes of repayment. Almost
perversely, the opportunity to borrow, to avail of
credit and become indebted, is now regarded as a
sought after oprion which operates to confirm an
individual’s credit-worthiness and thereby their
financial worth. Yer unlike the majority of credit
advanced to allow individuals to increase their
consumption of all types of consumer goods, from
foreign holidays to high streer fashions and new
cars, housing debt is distinguished by its

fundamentally different nature.

Firstly, housing debr does not represent the

credit-based consumprion of a non-investment

good. On the contrary, mortgage finance allows an
individual to borrow not only on the basis of his or
her imputed income, but also against the furure
value of the asset under purchase. In other words,
housing is consumed as an investment good. For
many lrish citizens, borrowing to purchase a
dwelling represents a strategic investment
‘guaranteed’ 1o rise in value (if only on paper), The
historical bias of Irish housing policy towards
maximal home ownership, by way of tax subsidies
and financial grants to the tenure, means that
owner-occupation literally represents ‘a stake in the
system’ of Irish society. But it must also be
recognised that for the great majority of Irish
people, raising a mortgage on a dwelling represents
the most attractive available option to provide a
most basic human need; shelter. Therefore housing
is also consumed as a social good. It fulfils the need
for shelter by allowing for the daily reproducrion of
peoples’ intellectual and physical self and thar of

their families.

Secondly, another aspect thar distinguishes
housing debr is its longevity. The supply costs of
housing guarantee that its market value is
enormously higher than what can be afforded
outright at any one time by the majority of people.
Therefore the majority of new mortgages are raken
against properties for a minimum of twenty five
years in order to spread the costs of repayment.
This does not mean that repayments are even. The
highest costs occur during the first ten to fifteen
years while the capital sum borrowed is large, and
the consequent cost of interest charged on the
capital is also high. In other words, the cost of a

mortgage is front-loaded.

J {Hu using
debt is
distinguished

by its

Jundamentally

different

natire 1)




“Hmisr‘ug
debit eattot
afford to
be considered

)3

in iselation

As Safe As Houses? The Noture, Extent and Experience of Debt in the Irish Housing System

Thirdly, the character or nature of housing
debr over a period of time will be derermined by a
complex synthesis of related, yer distinguishable,
processes. Socio-economic and political processes
aperating at both global and local levels, as well as
EC'CII'IUITIIIC Chﬂngﬁs OVEr '[imf :lnd SPE{E and Chﬂng‘:’ﬁ
in a borrower's individual circumstances combine
to produce a dynamic synchesis ensuring constant

change in the nature of housing debt.

Fourthly, housing debr cannot afford 1o be
considered in isolation from the broader
conceptual system in which it is implicated or
apart from another social and economic indicator
with which it has a direct relationship, namely
housing affordability. Just as an understanding of
darkness is incomplete without an understanding
of light, housing debt cannot be fully
comprehended without understanding the concept
of affordability and how the relationship berween
the two determines their mutual nature or
character at any one time, Understanding the
nature of housing debr and its relationship with
housing affordability is a key objective of this
section. Evidence demonstrating how the
aftordability of private new housing has
diminished since the beginning of the housing
boom in 1993 will be presented here alongside
UT.I'I.C].' L‘\"idEﬂCE tor ShUW huw man)«' new !'.I.ﬂml.‘—
owners who have purchased at the height of the
boom face a porential affordability crisis which

could lead them into hDusi_ng debt.

However, this section’s first objective is to
explore how our understanding of the nature of
housing debrt and its meaning can be established by
the adoption of two complimentary types of
definition. This, in turn, is followed by an analysis
of recent trends in the Irish housing market,
mortgage finance and housing affordability which
considers their likely implicarions for future

housing debr,

Understanding Housing Debt

This report examines the phenomenon of housing

debr by n:lying upon two different, yet related,

types of definition. The first is an operational
definition of housing debt and the second is a
conceprual definition. Arguably the most
recognisable definition is the operational one. In
other words, housing debt defined by how it
operates and is experienced in the housing system
by borrowers, lenders and tenants. For example,
rhf_‘ E\'Er}'dﬂ}' and Pmcticﬂ[ Experierlce IJF mﬂnfgage
and rent defaulr and arvears, as well as compulsory
and voluntary possession are perhaps the most
widely recognisable ‘ingredients’ of the operational
definition. An advantage of defining housing debt
operationally is that it allows each ingredient or
component to be explored in turn while also
providing a distincrion between housing debr and
other forms of debr {e.g. consumer debt), The
operational definition of housing debr is the basis
upon which specific sections of this report, namely
5 and 6 and 7, interrogate housing debt. However,
a major disadvantage of an operational definition is
that little contextual understanding of the
processes influencing debr in the housing system
are provided. Pur simply, operational definitions of
housing debr fail to shed much lighr on what
housing debt means in terms of wider economic
and social trends now taking place in Ireland. To
deliver such meaning, a definition of the concepr
of housing debr and the broader conceprual system
within which it is implicated must be elaborared
upon. This, the second type of definition relied
upon in this report, is especially usetul ro have
when the causes of housing debr are under scrutiny
{section 4) and the implicatiﬂns for housing debrt
of current trends in the housing marker are

examined (second part of this section).

To construct our conceprual definition we can
begin by consciously grouping tagether a range of
processes, variables and components under the
umbrella term of housing debt. Processes are socio-
economic and pn| itical and operate on g|n|1;1|,
national and local levels. They include, for
L'xamplu, economic growth and development,

wealth creation and distribution and the
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establishment of supra-national political enrities to
underpin the stability of economic markets (for
example EMU', the European Union’s project for
a single currency to deliver low inflation and low
interest rates among member states)”. The variables
that can be incorporated are numerous and tend to
change ar different times and in differenrt places,
They include the historic development of housing
tenures, the role and funcrion of the morrgage
finance industry, the influence of international
financial markers, inflation, interest rates and
currency exchange rates, the influence of
government housing subsidies, fiscal and social
policies, and wage levels. Finally, the basic
cnmpﬂnents (ll: our concept Will iﬂCl Dd{! numerous
individual and household causes of default and
arrears, as well as private and institurional arrears
management strategies. It is the interaction or
synthesis of these three categories that defines the

concepr of housing debr used in this report and

allows us to argue that the nature of housing debt
differs substantially from other forms of general

consumer CIEIDI'.

A significant implication of our two types of
definition is that there exists more than just one
meaning to the term housing debt. That is, the
meaning of housing debr is multifarious and
depends upon how the phenomenon is experienced
by individuals and instirutions (operational
definition) bur also how it is explained and
understood (conceptual definition). Recognising
this in turn demands that we regard housing debt as
some form of cluster concepr, capable of supporting
different meanings. Figure 2.1 is a model of
housing debr defined as a cluster concepr and
demonstrates the synthesis between the three

spheres of processes, variables and components.

Using this model to interrogate the

phenomenon of housing debr a number of

2 ‘Hr.' Hsing

deb can be

regarded as a

tluster

o (‘E‘IH

1

Figure 2.1 Defining Housing Debr as a Cluster Concept

HOUSING DEBT

‘Cluster Concept’

C. COMPPONENTS
1. Cause

2. Effect

3. Resolution

Economic and Manctary Union.

Other palitical agreements in this caregory include the GATT (General Agreement on Trade and Tariffs) agreements

as well as other bi-lateral polirical agreements.
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important observations abour the synthesis of our
three categories can be made. These observations
relate to the wider social and economic trends now

becoming established in Ireland.

Firstly, in terms of socio-economic and
political processes (category A in Fig. 2.1), the
emergence of a global economy alongside parallel
changes in the nature of economic production and
consumption, changes in the nature of
employment, changes in global communications
and the advent of global cities whose influence on
international finance is critical’, are arguably
among the most significant influences on the
nature of housing debt in the 1990s. In orher
words, changes in how we work and what we work
at, as well as how and where we live, hold
implications for the nature of housing debt. These
changes, operating at both global and local levels,
have come to be regarded as the end of the
organised capiralist regime known as Fordism and
the beginning of a regime of flexible capiralist
accumulation characteristic of an increasingly post-
Fordist world economy' (Halal, 1986; Lash and
Utry, 1987). It was through the Fordist labour
process and regime of accumulation that the
golden age of Western capitalism was built during
the post-war era. However, world energy and
economic crises of the 1970s marked the beginning
of a shift from one period of capitalist economic
development to another. Mass production for mass
consumption has since given way to increasingly
differentiated designer goods produced for niche
markers. In parallel, the provision of standardised

collective goods and services, the hallmarks of the

Keynesian welfare stare, has come under sustained
political artack and been eroded by neo-liberal,
free-market economics of the New Righr (Harvey,
1985).

Additionally, the patterns and structures of
production in Western capitalist economies during
the 1990s increasingly operate under a regime of
flexible specialisation which emphasises the
complex, variable and contingent connections
between technology, institutions and politics.
Alongside this, the de-regulation of international
financial services and its use of informarion
technology to speed transactions, has secured the
financial sector a commanding influence over
national economies to the extent it is capable of
threatening the authority of the nation-state®
(Jessop. 1982).

The international labour market has been
affected accordingly. Previously secure ‘jobs for
life’, for example utilising specialised skills with
branch plants of MNCs' or in the public sector, are
disappearing. In their place employment
increasingly occurs on a short-term, contractual
basis (Institute of Personnel Management, 1986;
Lipietz, 1986). Labour now has to be ‘flexible’,
capable of juggling various life-cycle demands of
health, education and housing privately.
This on-going economic transformartion holds
major implications for housing debr, particularly in
owner-occupation. Home ownership, the
dominant tenure in Ireland, is a mode of housing
consumption suited to the ser of economic and
social arrangements characreristic of the Fordist

era. In other words, the structure of the mortgage

For example the stock !."\LI|J|||T"L'.". money markets and other commodioy markers of aiies such a3 New York, Londaon,
Franktur, Tukyo and Hong Kong

I orac ili‘-|l'.L ll|--'|'\-\' .ll';_;l||||..'lll I.|':;'.| ...|1.h1|_l_'4_\ in Li]'c wirld CTONDMY represenr g >-|'!1': [ i | i\ll‘.l-}.lr;!.-wl (s E_L||||L'-_|I
accuiniulution see Saver, 1989

A recent example was rthe Brinsh monesary crisis of 1992, atherwise kivown a3 Black Wednescav, which saw sterling
forced out of the wrapeun Mot Ity System as a resulr of international Fnancial u.]\L-._||I_|||..||_ I"his oocurred despire
the tnrervention of the Beitsh Chancellor of the Exchequer and the Bank of | ngland o stop the run on the sterling
lead by the internanional financier Mr. ( WCOrgE Soros.

Multi-National Cot |1|u.|linrh
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repayment regime in owner-occupation remains
based on the key assumprions of the past that long-
term, uninterrupted working careers would be
available to all those who sought them (i.c. full
employment). Yet as casual, part-time and contract
employment grows, so too does the vulnerability of
home owners to financial fluctuations.
Interruprions to employment are accordingly
critical in terms of paying for housing. Arguably,
OWReEr occupation, the mass tenure of mass
employment, is becoming increasingly
incompatible with the realirties of the contemporary
labour marcket (O'Connell, 1994).

Secondly, alongside strucrural economic
changes, a host of meso-economic variables
(category B in Fig. 2.1) influence the experience
and also the understanding of housing debr.
Characteristically these variables are subject 1o
change and will be different over time and space
i.e. between different places. Particularly important
is the influence of inflation, interest rates and
currency exchange rates. However, these housing
debt variables are increasingly determined by the
influence of the wider system of financial markets
than by the operation of key financial institutions
such as central banks. The elimination of exchange
controls, together with the evolving single marker
in financial services and the general easing of
regulation means that, more and more, lrish
finance is becoming integrated into an increasingly
seamless world financial market (Baker, Dutfy and
Duggan, 1997: 77). The volatile nature of financial
markets guarantee differences will occur aver rime
and space in these housing debt variables. This in
turn influences the temporal and spatial nature of
housing debt. In other words, how it is experienced
and ultimarely whar it means to different social
groups in different regions and locales over time.
Thirdly, the actual components of housing debr
(category C in Fig. 2.1); its particular cause in any
one instance; its effect on borrowers and renants;

on private and institutional strategies for its

resolution, are all influenced to some extent by

changes occurring in categories A and B.

Adopting this model of housing debt as a
cluster concepr allows us see how changes at
differenr levels combine to influence the nature of
housing debt at any one time. It also goes some way
towards understanding why, despite often shared
criteria used to define it operationally, housing debt
can be understood differently by individuals and
instirutions. The term housing debt can therefore
hold different meanings among individuals and
institutions, an assertion supported by the research
findings presented in section 4. A capacity o
impose or oppase any one meaning or
understanding of housing debt relates to the
operation of power in society, a full consideration
of which is beyond the scope of this report.
Nevertheless when considering the phenomenon of
housing debt as a cluster concept it is worth bearing

in mind Connolly’s (1983: 14) insight that,

We often find various people jointly
employing a cluster concepr weigh the
importance of shared crireria ditferently: they
may also interpretr the meaning of particular
criteria jointly accepred in subtly different
ways; and some persons might find ir
iil!\i]l'T-l!_'\'lHl.\ to add new criteria to, and I|I'r1[1
old critetia fram the established list, while
other groups obiject to this move, When one
muare ol ||IL‘.\I’_‘ \_|I1]\l]lillnh |H'N.lil wie |1.H'|' [}‘:r.'

!]I.iLiIlL‘_h -1!‘.1 ..nll].l'r.'rll'l,j.ll (i]‘-".ll[l'.

Trends in the lrish Housing Market, Mortgage

Finance, House Prices and Affordability

Having articulated an understanding of housing
debr ar rwo levels the remainder of this section
secks 1o highlight how current trends in the private
housing marker will affect the dynamic of current
and future housing debr in Ireland. Of particular
importance to this discussion is housing debt’s
sister concept of housing affordability and the
implicit assertion thar decreasing affordability can

lead ro increasing housing debt.

f fTTIr volatile

narre of

financial

markers
guarantee
differences will
oecrr orer fime
anid space i
fonisige

debi, )



& ‘Da'm -
graphic changes
are transfomiing
Treland's
soctety and

)
cEOnom . ¢

As Safe As Houses? The Nature, Extent and Experience of Debt in the Irish Housing System

After a period of sustained growth since 1993 the
[rish market in private housing (i.c. owner-
occupation) is now booming. Two majors facrors
can be identified which help explain the current
housing boom. They are (a) demographic change

and household formation (b) economic growth.

Demographic changes are transforming Ireland’s
society and economy. The educational arrainment
of the labour force is increasing rapidly with
greater numbers than ever staying on until Leaving
Certificate level and continuing onro a third level
educational institution. This trend will continue
with forecasts projecring 40 per cent of the labour
force artaining second level education, and 30 per
cent having third level qualifications by 2011. The
rising educational attainment of the labour force is
underpinning the transformation of Irish society
and is having a very important direct effect on the
economy. It is a key factor driving the rapid rise in
female participation in the labour force; it is
affecting migration — Ireland is currently
experiencing net in-migration composed mainly of
rerurning emigrants; it has an indirect effect in the
birth rate — currendly falling: and through
enhancing the carning power of the population it
is contributing directly to economic growth, The
supply of labour is forecast to grow by around 2
per cent per annum in the 1990s and the rising
educarion of the labour force is contributing
directly at least 0.5 percentage points a year to the
increase in Irish economic producrivity. The falling
birth rate combined with the ending of net
emigration means that the ratio of the number of
people not working to those in employment — the

dependency ratio — is falling rapidly. By 2010

[reland’s dependency ratio will have fallen from
being the highest in the EU to among the lowest
(Dufty, FizGerald, Kearney and Shorrall, 1997).

All of these changes have implications for
household formation and the demand for housing
over the next 15 years. The forecast rise in the
number of young adults with good labour marker
expectations will place continuing pressure on the
housing marker due to increased household
formation, resulting in a combination of increases
in dwelling construction output and increases in
prices. When the projected fall in headship rates”
to the current EU average is included, and
assuming that demand for housing for replacement
and other reasons continues ar the early 1990s rare,
there is likely to be a need for approximately
32,000 new dwellings a year over the rest of the
decade, falling to around 28,000 a year in the first
half of the next decade (see Table 2.1).

The second major factor that helps explain the
current housing boom is the strong growth the
Irish economy has experienced since 1994, The
Irish housing boom has relied for its current
longevity upon an economic growth rate of six per
cent in 1996, which was on top of an eight per
cent growth rate in 1995, This achievement has
arrracted much attention abroad, spurring one
international commentator to label Ireland’s

economy an ‘Emerald Tiger’ and 1o pronounce:

“No need to scarch the Far East. The best answers
to Europe's ecanomic problems are much closer
ta home.

Ireland is booming.”

(Newsweek Magazine, December 1996)

Domestic economic analysis confirms the
extenr of Ireland’s economic renaissance.
Conclusions of the 1997 ESRI* Medium-Term
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Review, which contains comprehensive cconomic groups is estimated to have made profits in the
forecasting up until 2003, expect economic regions of £375 million in 1996. In 1990 Irish
growth, as measured by the rise in GNP, to consumers spent £16.3 billion on goods and
average five and a half per cent per annum over the services. In 1996, even taking inflation into

o~ ;
rest of the decade and five per cent in the early account, the Republic’s consumers are likely to

have spent in real rerms over £4 billion more
that they did in 1990. Economic growth has

years of the next century.

Such economic growth rates have sent money brought positive changes in the summary of
pumping through the economic system, and not total fixed investment since 1994 (see
withour effect. Each of the two major banking Table 2.2).

Table 2.1 Contribution w Demand for Dwellings

Average Annual Number of Dwellings requived due to:

Demographic Change Change in Headship Replacement etc. Total

1971 — 1981 10900 7600 3900 24400 (‘.E'(ﬂ!lﬂIJlff
1981 — 1986 9400 3800 13000 26200 Lrowih s
i have sent
1986 - 1991 | 7900 2700 8300 18900 | N
1991 — 1996 13000 6800 4400 24200 Fhrough e
ECOHONIIE
1996 — 2001 16000 10000 5000 31000 S S
2001 — 2006 17000 5000 5000 27000 without
et i3
2006 - 2010 18000 2000 5000 25000

Source: Dutly, FizGeerald, Kearney and Shoreall, 1997: 31

Table 2.2 Summary of Toral Fixed Investment, 1995, 1996, and 1997

1995 Percentage | Percentage | 1996¢ | Percentage | Percentage | 1997F

CATEGORY M Change in | Change in M Change in Change in M
Volume Price Volume Price

Building and
Construcrion 3,823 10.75 3.5 4,380 8 4.5 4,946
Machinery and
Equipment 2,208 6.75 25 2,416 5.75 25 2.619
TOTAL 6,031 9.25 3.25 6,796 T2 3.75 7,565
* = estimate; ' = [orecast.

Source: Central Bank, 1996

- =~ o
Grass National Product. _
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Significantly, growth in fixed investment in
building and construction since 1995 has been
higher than other fixed assets. From £3,823
million in 1995, investment is forecast to rise by
twenty nine per cent, to reach £4,946 million in
1997. House building and new residential
construction accounts for the largest proportion of

this growth.

The extent of Ireland’s housing boom is further
indicated by the sharp acceleration in morigage
lending. The number of loans approved in the last
quarter of 1995 rose thirty one per cent from
12,534 to 16,363 by the second quarter of 1996
before tiling off slightly at the end of the year to
finish at 14,417 in the final quarter (see Figure 2.2).
An equivalent rise occurred in the value of these
loans. In the final quarter of 1995 a roral £570.8
million was approved in loans for housing. This rose
to £791.1 million in the second quarter of 1996,
again falling back ro £741.9 million by the third
quarter and to £707.9 million by the end of 1996.

The slight reduction in demand for housing
loans at the end of 1996 can initally be explained

by borrower’s fear of a pending increase in interest

rates by the Irish Central bank which was engaged
in an interventionist strategy on the money markets
to defend the punt’s currency exchange rate against
sterling, Nevertheless the total value of loans paid
out by all lending agencies exceeded £2bn for the
first time ever in 1996. Figure 2.2 also indicates how
the current housing boom can be traced back o
1993. Following a period of relative stability after
1993, albeir ar a relatively high level, the number
and value of loans approved again increases rapidly
at the beginning of 1996 to over twice their original
1993 level. Movement in the range of housing loans
paid for new and second houses throughout the
country berween 1993 and 1995 is further evidence
of the growth in mortgage lending. In 1993 twenty
four per cent of loans paid were between £25K and
£35K, nwenty per cent were between £35K and
£45K and eleven per cent were between £45K and
£55K. Only nine per cent were greater than £55K.
By 1995 the percentage of lower-range loans
between £25K and £35K had dropped by more
than a half to eleven per cent. Loans in the range of
£35K to £45K had increased to twenty two per
cent. However the higgest relative increases were in
loans of £45K to £55K and above £55K which

increased by seventeen per cent respectively.

Figure 2.2 Number of Loans Approved and Paid, 1st Qer 1993—4ch Qrr 1996
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Significantly since the beginning of the
housing boom in 1993, the international trend in
interest rates has been downward, and the first two
months of 1996 saw a continuarion of the
downward movement in European interest rates.
Irish rates have fallen significantly burt at a slower
pace and wider differentials. Against this
background credit institutions have been making ir
cheaper to borrow from them. For example, credit
institutions reduced their retail interest rates in
December 1995. This was followed by a reduction
in most lending rates of 0.5 per cent. The
ttxccptiﬂn were bill'lk.':i. '\-'H['iﬂb}(‘.’ mor[gﬂge rarcs
which generally fell by 0.25 per cent. By the end of
1996 mortgage rates for both banks and building
socicties had fallen from between 6.85-7.79 per
cent at December 1995 to between 6.60 and 7.45
per cent, (see Table 2.3). Nevertheless, if the
housing market continues to show signs of
overheating and poses risks to the wider economy,
the Central Bank will repeat its surprise action of
May 1997 when it raised interest rates by halfa
percentage point, causing a knock-on rise in

MOrtgage interest rates,

Central Bank figures for Spring 1996 confirm
that one of the main factors driving Irish pound
credit growth in late 1995 was residential
mortgages'', and that licensed banks and building
societies contributed £150 million each to the rise
of £338 million in the residential mortgage
business of all credit instirutions during the same
period. The tremendous growth in the residential
mortgage asset base of all lending institurions is

illustrated by Table 2.4.

Growing mortgage lending activity and
increases in the ranges of loans paid on new and
second hand houses are mirrored by rising house
prices. Figure 2.3 shows how house prices have
risen since the beginning of 1993. Interestingly by
the second quarter of 1996 both second hand house
prices in Dublin and in the country as a whole were
highcr than new house prices, indicating that a
significant secrion of the housing market is
currently trading upwards. When the figures are
adjusted for inflation we find thar new house prices
rose by 4.1 per cent in 1994, 7.2 per cent in 1995
and 11.8 per cent in 1996 (DKM, 1997).

Table 2.3 Vanations in Building Socicties” and Banks' Mortgage Lending Rares,
December 1993 — December 1996
Lending Instirution December December December December
1993 1994 1995 1996
Building Socieries
Basic Mortgage Rate
Annuiry 7.75—8.45 6.85—-7.25 6.85-7.79 6.60 -7.00
Endowment 7.99 - 8.45 7.15=-7.35 7.10-7.79 6.65-7.35
Associated Banks
House Purchase Loans
Annuity 725-840 | 67-7.45 7.15-7.50 7.10 - 7.45
Endowment 7.25-8.40 6.7-7.45 7.15=7.50 7.10 = 7.45

Source: Central Bank, 1996

" The other was lending o the Agricaliural Intervention Agency
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able 2.4 All Credit Institutions: Growth in Personal Credit Advances for Housing,
August "95 — November 96, [REM.
Caregory Aug.'95 Nov."95 Feb."96 May'96 ‘ Aug.’96 | Nov.'96
IREM IREM IREM TREM IRIM IREM
House Mortgage Finance 8,985.6 9,274.2 9.,577.5 9,983 ‘ 10,417 10,819
| -
Bridging Finance for |
House Purchase ‘ 73.4 | 73.3 71.1 79 81 78
| | |

Other Housing Finance ‘ 112.6 127.3 125.6 133 152 159

Nate: The definition of credit institurions corresponds with that of the EEC First Banking Directive, In the Irish case resident credic
institutions comprise licensed banks, building societies, ACC Bank, [CC Bank, 1CC Investment Bank and TSB Bank.

Source: Central Bank. 1996,

Figure 2.3 Increase in House Prices since 1990
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An important indicator of the housing
market’s buoyancy is the number of first-time
buyers entering the market. The firsti-time buyer is
a key player in the market, indeed arguably they
drive the market as the absence of first-time buyers
means housing chains and transactions could not
be completed. The number of first time buyers in
the housing market is increasing, as confirmed by
the number of first-time buyer grants paid our by
the State which doubled berween 1991 and 1995.

The number of grants increased in 1995 by 25 per
cent and again in 1996 by 5 per cent to reach a
record level of 10,826 in 1996. This represented a

total cost to the State of £32.4 million.

The present rapid rise in house prices can be
said to reflect these pressures in the housing
market. Tt is not expected to affect the standard of
living of those currently working in the major

urban centres who already own a dwelling,
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However, for rerurning emigrants, new
immigrancs, those moving location within Ireland
and those wishing to form new houscholds, this
rise represents a significant increase in the cost of
living in Ireland. Although rising house prices do
not have a significant direct impact on the
consumer price index, they could in time have
some indirect effect through increasing pressure for
higher pay settlements and through encouraging a
greater volume of personnel borrowing for general
consumer purposes. These dangers can be averted
through rigorous adherence to the pay terms of
Partnership 2000" and through responsible
behaviour by the lending agencies, but excessive
rises in house prices carry the threat of damaging
consequences in their own righr. The acquisition
of a high level of housing debr by a substanrial
proportion of households, particularly in a period
of when nominal incomes are likely to increase
only moderately, exposes those houscholds to a
degree of risk if conditions change in the future
(Baker, Duffy and Duggan, 1997: 28).

Housing aHordalslin

=

With Ireland's economic boom forecast to
continue and the rise in numbers in good
employment set to increase, the demand for
housing will continue apace. Where the forecast
total of 236,000 dwelling units required berween
now and the middle of the next decade are located,
and in what form, are crucial issues for medium-
term sustainable planning. However, what is most
pressing for many first time buyer’s today is thar
buying a starter home is becoming increasingly
difficult due to spiralling house prices. Estate
agents’ discourse currently wields such phrases as
‘spectacular growth', ‘extraordinary performance’
‘very healthy” and “buoyant” when commenting on

the housing boom, yet in the experience of many

aspiring first time buyers the term ‘unaffordable’

has now entered the housing lexicon.

Defining affordability remains a complex task
for a number of reasons. Initially housing
affordability can be seen strictly in rerms of
housing costs to income. However using a single
ratio measure of affordability (i.e. payment of
housing costs to houschold income) to focus policy
debare can lead to the difficulries in defining
housing costs being ignored. Measuring housing
costs therefore becomes paramount to any
discussion of affordability. Yer housing is a
complex good. It provides shelrer, living space
(even work-space for some), a neighbourhood

context and acr:essibiliry to various sites in a region, ‘
In the

experience of

including the workplace. Houses within an area

also vary in the number and quality of attributes

. - many aspirng
they possess and, since they are all of value to R RR
. . first time buyers
houst‘hofds, I'IDLIS{:‘ pl’lCL‘S, -ll'ld Lhcrefurc COsts, Vﬂl—y’. - ¥

s the e
(see Maclennan er. al., 1990). The measurement : ”T“
S : . ; ‘unaffordable’
of Irish housing costs in the 1990s is beyond the i
as Howr
scope of this report therefore with the above
entered the

caurtionary note in mind this report relies upon
houstng

single rario measures of affordability. 1)

lexcicon.
In general the affordability of new house
purchase has been declining significantly since
1994 and will continue to do so, although ar a
slightly lesser rate in 1997, This can be
demonstrated by comparing the indices of private
new house prices to earnings, house building costs
and consumer prices since 1986, as in Figure 2.4",
This figure demonstrates how the effects of the
recession in the 1980s depressed new house prices,
which only began ro rally ar the end of the decade.
It also records how during the early 1990s new
houses were nominally affordable. In other words,
between 1990 and 1995 the index of new house

prices sraycd below the index of."avcragt: earnings of

In place since December 1996, Parcnership 2000 is the latest nadonal agieement berween government and the social

P'Jrl'ﬂl'f\ L"F\'L'I'il!yl COmImitments in many lll]|."?[l.’|[|.f arcas of ]‘Lll‘lllli L’)."t'[ll.i.l[llrL‘. axinon .II1C| Wilge rates, ll. I3 Lll]L’ o

lLES[ l]l e viears.

I'he base year tor these indices 15 1990 hence the equalisation of values
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Figure 2.4 Price/Earnings/Costs Indices; Trends in private new house prices, earnings,
house building costs and consumer prices, 1987-Q1 1997
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adult workers. The highest level of affordability
was reached in 1993 when there existed a seven
point difference berween the two indices. In other
words new house purchase was at its most
affordable in 1993, the vear that also marked the
beginning of the house price boom. This positive
affordability gap was reversed in 1995 when, for
the first time, the index of privare new house prices
rose above that of average carnings. By the first
quarter of 1997 the new house price index has
risen to stand twenty points higher than the
average earnings index. This represents a fall since
1993 of twenty seven points in the average
earnings index relationship to the new house price
index. In other words there now exists a large, and
growing, negarive affordability gap berween new
house prices and average adult earnings.

The affordability of new house purchase will

continue to decline in 1997 due to a much
stranger growth in house prices than in personal
incomes and further reductions in mortgage relicf.
Changes to personal taxation and PRSI payments
announced in 19975 budger mean net incomes will
increase by an average of just under six per cent on
top of an increase in gross pay. However, new
house prices are likely to increase berween ten and
fifteen per cent in 1997, thereby outstripping
increases in net income which will also be adversely
affected by the application of the new standard rate
of tax (26%) to all mortgage relief".

Housing Affordability and the Implications for
Housing Debt

In light of the above trends two crucial questions
arise. Firstly how are first-time buyers bridging the

affordability gap? And secondly what implications

Other chinnges relating o hame purchase and owner secupation snnounced In the 1997 budeer include changes in the
structitre and rates for payment of Stmp Dugy on property rransactions and the abolition of Residental Property Tax

Chese changes do not impacr on the scenario which relates 1o fiest time buyers of new property

They will, however,

altect thove trading vip o purchasing siibstanial second-hand dwellings, parricularly in the Dublin region whers jirices
are highest and buyers ure more open to liability o Stamp dury payments, Stariip Dty s now ]1_;_\-,||.i|- at 7% for
lonises valped berween £150.000 w E160,000, 8% for those valued between £160,000 and £170,000 and 9% far

those selliog at more than £170,000, Most of the benefits arising 1o those trding up form the abolition of Residential

Mroperty Tax will be swallowed up by the new Stamp Dy regime.
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does decreasing affordability hold for housing
debt?

Answering the first question is not simple.
There exist a variety of ways that individuals may
overcaome the current affordabilicy gap. The first is
through the use of savings and investment or
inheritance. An important trend among middle-
class household formation is the use of a parental
“gift’ as a deposit on a property. Central Bank
Flg'l.lrcs rL'COI'dL’{J i ﬂﬂl’l_'ﬂl'}' H\’C Pcr cent increzse l‘ll'l
personal housing finance borrowed other than
housing mortgage finance berween November
1995 and 1996. This increase may be explained by
households re-financing an existing mortgage to
release equity for use as a parental gift. Tt may
equally represent finance for a house extension or
renovation, the course of action of many home-

awners unable or unwﬂling o tmde—up,

However when the above actions are
discounted it appears the only way the majority of
first-time buyers are bridging the affordabilicy gap
is by borrowing the money required to do so. This
conclusion has given rise to fears that mortgage
finance institutions have become too zealous in
their pursuit of new customers and are prepared to
both over-lend and alter their lending criteria,
Indeed the prudenrtial coneern that the financial
system might respond too willingly to the
financing of an unsustainable property boom
cannot be ncgh:ctcd (Duffy, FitzGerald, Kearney
and Shortfall, 1997: 79).

Media allegations and comment on over-
lending has become more regular (e.g. see Irish
Times 14/03/1997 or Sunday Tribune
16/03/1997). For individuals employed in the
financial services and informarion rechnology
sectors of the Irish economy, where salaries are
higher that the average wage indicated in Figure

2.4, and impured income growth is greater,

hnrmwing mnnE}' over l'l'lrt:f tiﬂ'l(fs rl‘le amount DF i
person’s income has allegedly become well
established. Also the eriteria used o caleulate
future impurted income have allegedly been
expanded to include porenrial income from leasing
or lerting part of the property to a lodger or tenant.
The danger is that such lending practices could be
applicd to the market as a whole thus replicating
the lending conditions of the British markert in the
late 1980s. While banks and building socieries
insist that they do not in any circumstances over-
ll'nd. [.I'IE'[I..' iS now a bﬂltll_' F{Jr rrla.rkt't 51'1-'1]'{.' -'ll'ld
many arc prPﬂIEd Lo IEnd a hl[ more o secure rhE
business. However, in response to allegations of
over-lending the IMSA points to the fact that
Department of Environment statistics for 1996
record the average building society loan as
£38,700". On this evidence the IMSA argues that
it is the housing marker which is overheating and
not the mortgage market (IMSA, 1996).,

Nevertheless historically low interest rates have
compounded the affordability crisis for aspiring
new home-owners by maling the purchase of a
dwelling as an investment good highly arrracrive.
Cheap money has artracted speculation in the
housing property market and in rurn is helping ro
push UP I'IUUSE Pricf.\' to an Unﬂﬁ"()rdﬂblf IE\"E] FD['
many aspiring first time buyers. Media reports
claim thar, privately, leading bank and building
society lenders admit about a quarter of all
ﬂPPIiCﬂt‘lDﬂE FD[' IU'JHS o purch:lsu hU'LlS('S are
coming from investors (Sunday Tribune,
27104/1997).

Naotwithstanding allegarions of over-lending,
low interest rates and high demand for housing
have wrought significant changes in the lending
regimes of [rish banks and building socicries
berween 1993 and 1996, Overall the average

maximum lean that can be raised from building

At the same time the sverage new house price i Dublin m

~1'L'|T|I'Il| ||.|T1L| |1u||\.\ pricc wis ERE.000 tn Drabbim £

996 was £80,000 (£7 2,000 nationwide) and the averape
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socieries against the marker value of a dwelling has
increased by 2 to 5 per cent from an industry
average of 90 per cent in 1993. Equally banks have
increased their maximum loans by approximartely 3
per cent from an average of 90 per cent. In
addition two Irish building societies have increased
the term length of a mortgage loan ro thirty yvears
from twenty five. Perhaps most significantly the
multiplier used to calculare the maximum amount
that can be borrowed against a person’s income has
also increased by halfa point on joint mortgages
(see Appendix A for more details). Taken together
this means that potential home-owners can now
borrow more against their income for longer
periods than before while reducing the amount of
deposit they need to save in order to cover the
difference berween the size of their mortgage and

the market value of the property desired.

However it is the range of fixed rate mortgage
products now available o first-time buyers that
hold one of the greatest threats for an increase in
housing debt. During 1996, fixed rate mortgages
amounted to 55 per cent (up from 38 per cent in
1995) of all building sociery lending (IMSA.,
1996). Currently the fixed rate terms vary from
one to five or even ten years, with the choice to
revert to the existing variable rate when the term
expires, or take another fixed rate term. A sample
survey of 13 institutions covering almaost 100
fixed-rate produces in April 1997 found the
average one year tixed rate for new business is
approximately 6 per cent (equivalent to £7.15 per
£1,000 per month, assuming a twenry year term).
The corresponding average variable rate quoted
was just under 7 per cent. This compares very
favourably with the average variable rate of 10.63
per cent that prevailed over the period 1985 to
1990 and 9.65 per cent over the period 1991 1o
1995. For a five year fixed rerm mortgage the 1997
rate was 7.5 per cent (equivalenr ro £8.03 per
£1,000 per month) rising to 8.75 per cent (or
£8.80 per £1,000 per month) for a ten year fixed
rate term (Irish Times, 03/03/1997).

These rates must be considered unusua”}' low,
by historical standards (DKM, 1997). Although
the major advantage of fixed term mortgages is that
they protect borrowers from the impact of
maortgage rate increases, the current situation holds
out the passibility of an enormous *payment shock’
facing first-time buyers at the end of cheir fixed
rate term. Repayment adjustments required at the
end of a fixed rerm due to increases in both house
prices and mortgage rates that occurred in the
meantime would constitute a large payment shock
to many borrowers and could easily lead to a
significant increase in default, especially during the
current period of low income inflation. An increase
in existing fixed rate mortgage products from
current rates of 6 to 7 per cent back to the rates
prevailing in the carly 1990s of approximately 11
PE.'I cent WDUICI gl.lllrﬂntf_'ﬂ an iﬂcffﬂsf il'l hﬂllsiﬂg

debr.

So what are the prospects for affordability and
the implications for furure housing debt? Three
possible scenarios, shown in Table 2.5, are
developed using findings from the DKM Housing
Affordability Index (DKM, 1997). The impact on
affordability (defined here as the ratio of house
price to income) is examined for the following

three scenarios:

1. An increase of 20 per cent in average new house
prices to give a house price of £92,508, and a
house price of £100,000, all other factors

remaining unchanged.

2. An increase in mortgage rates to 8.5 per cent,
10 per cent and 12.5 per cent, all other factors

remaining unchanged.

3. A 20 per cent increase in house prices anda 10
per cent increase in mortgage rates, all other

factors remaining unchanged.

The above scenarios are calculared for average
annual earnings at £17,131, which are assumed to
increase by 3 per cent per annum. Each scenario is

calculated for a first-time buyer on average



The Nature of Housing Debt and Recent Trends in Irish Housing

Case 1

March 1997 (house price = £77,090) 37.4%
Scenario 1 Increase in House Prices
+20% on house price 46,7%
(house price = £92,508)
House price = £100,000 51.2%
Scenario 2 Change in Morigage Rates
8.5% 41.9%
10.0% 48.0%
12.5% 57.5%

+20% on house prices

and 10% mortgage rates 59.0%

Table 2.5 Sensitivities of the DKM Aftordability Index

First Time Buyer on ave.
carnings borrowing 90% of
new house price,

Scenario 3 Combination of House price and Mortgage Rate Changes

Case 2

Existing Owner on twice ave.
carnings borrowing 75% of
new house price.

HP/T HP/I

Ratio Ratio

4.5 18.3% 2.3

5.4 24.6% 7

5.8 24.6% 2.9

4.5 20.3% 2.3 ‘:-i e in
4.5 22.6% 2.3 the incidence of
4.5 27.6% 2.3

morigage
paymient
default anid

5.4 28.3% 2.7 fousing debt

threatens the

Source: DKM, 1997

earnings borrowing 90 per cent of a new house
price (Case 1) and also for an existing owner an
twice average carnings bnrmwing 75 percentof a

new house price (Case 2).

In all three worked scenarios shown in Table
2.5 projected changes in house prices and
mortgﬂg(.' raes ha\-'l_' a gre:lter :ld\-'erse impac[ on thC
first time buyer whose borrowing is highly geared.
In other words a greater percentage of the first time
buyer's net income is expended on mortgage
repayments in all three scenarios. In contrase the
impact on the existing home-owner borrowing 75
per cent of the new house price is much less severe.
This is partly due to the higher mortgage
borrowing of the first-time buyer, but also reflects
the single income only in Case | compared with a
joint income in Case 2. The impact of cthe 20 per
cent increase in house prices on affordabiliry is

warse for both buytrs than the increase in

security of
fromie

l‘!]l'l]c‘l‘SJ’li‘!! s a

mortgage interest rares to 8.5 per cent. An increase j3)

fenidre
in the house price to £100,000 has close to the
same effect as an increase in interest rates to 10 per

cent.

Nevertheless the second and third scenarios
demonstrate the affordability crisis faced by the
first time buyer in particular if both house prices
and mortgage interest rates rise. If mortgage
interest rates were to rise to 10 per cent then the
net mortgage payments as a percentage of net
income demanded of the first time buyer rises to
almost 48 per cent, in other words almast half the
net income of the barrower. This compares with
the current rate of 37 per cent, The worst case
scenario for the first time buyer is when house
prices rise by 20 per cent and mortgage rates rise to
10 per cent. If this occurs then 59 per cent of the
first-time borrowers income will have to be spent

to maintain the mortgage. If the latter two
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scenarios were to occur then without doubrt the
affordability of home-ownership for a large
proportion af first-time buyers would plummet
and the incidence of housing debt among those
new encrants with highly geared borrowing would

quickly rise,

The stark conclusion is thar a further rise in
interest rares, continued house price increases, an
interruprion to employment or the political and
economic failure of pending European Monetary
Union can trigger a significant rise in the incidence
of mortgage payment default and housing debt
thus threatening the security of home ownership as
a tenure and challenging the belief that living in

owner occupation is as safe as houses.

Summary

The consumption of private housing as both an
investment good and a social good over a long
period of time distinguishes housing debt from
other forms of credit based consumprion.
Although commonly defined operationally, a more
comprehensive meaning can be delivered to the
term housing debr by regarding the phenomenon
as a cluster concept. This allows us to explore the
influence of global and local processes and meso-
economic variations on the components that make

up the phennmenon of hausing debt.

Currently, the Irish private housing market is
booming. Although direetly related ro significant
economic growth since 1994, the extent of the
housing boom has also been influenced by changes
in the availability of mortgage finance since 1993.
Current internarional trends in interest rates have
underpinned recent changes in the regime of
lending criteria operated berween banks and
building societies. All credir institutions have
significantly increased the size of their residential

mortgage asser base since 1993, However, the

sustainability of these changes is questionable in
light of two particular dynamics. Firstly, the shitt
in capitalist economies away from the Fordist
economic sertlement has demanded increased
Hexibility of international labour markets. One
result has been to increase the vulnerability of
many houscholds to financial instability. This
directly threatens the capacity of households to
maintain payments on larger and longer

mortgages.

Secondly, after a period of downward
movement, interest rates are now overdue a rise in
order to stave off the inflationary pressures being
created by economic growth. As the most recent
Central Bank Bulletin (Spring 1997) concludes
‘the acceleration in the growth of the monerary
apgregates and continued signs of overhearing in
the housing marker point to increasing risks for

inflarion”,

The influence of international finance remains
equally important. For example the November
1996 increase in UK interest rates saw sterling rally
on the international currency exchanges. The Irish
punt briefly fell below parity and Ireland’s open
market economy was threatened with imported
inflation’* which in turn would increase the
pressure for an Irish interest rate rise. The cenrral
bank intervened to successfully support the punt
and return it to above parity. However this episode
demonstrates how vulnerable the Irish punt, a
likely single European currency entran, is to
external influence. A quarter poine rise in the UK
base interest rate demanded the intervention of the
Central Bank and left a distinct nervousness in che

housing market at the end of 1996,

Post-monetary union currency fluctuarions
because of sterling could casily become a way of life
if the current UK government's monerary policy
remains unchanged. Raising interest rates may be

the only option remaining to curb inflarion in such

A susrabied Full in the pume’s value would eenerate inllatlon through increasing it prices from Brrain
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circumstances, a dr:vclupmen[ that will have serious
repercussions on the costs of home-ownership. In
light of the recent expansion in domestic mortgage
finance and the conditions under which it has
oceurred, first time buyers face a potential
affordability crisis in maintaining their mortgage
repayments and the future capacity for default,
arrears and long-term housing debt is now greater

Eh:il'l EViEar.

Recommendations

® Toimprove understanding of the nature of
housing debr, this report’s model of housing
debr as a cluster concepr capable of supporting
different meanings, should be adopred by bath
the private and public sectors of Irish housing

provision and consumption.

® [ducation and training on what housing debt
is and how it is manifested in the housing
system should be made available as parr of the

secondary educational eirriculum.

® Ina post-Fordist era, and given trends in the

ch anging nature of cmpluy ment, national

housing policy should begin to eritically
evaluate the continued sustainability of home
ownership as the preferred renure of housing

consumption,

National government, policy-makers and
private mortgage finance should recognise
their contributory role in delivering a negative
affordability gap berween the average index of
wages and the index of new house prices.
Attempts to bridge this gap should nor rely
upon aspiring home-owners stretching budgets

to borrow all they can afford.

All agents, public and private, associated
with the provision and consumption of
housing should maintain their
preparation’s for entry into EMUL With
barriers to cross-border lending
eliminared, no national control of interest
rates and the punt fixed at point-of-entry
value with the Euro, the implications for
the Irish housing system should be
investigated through government

commissioned research and publication.
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THE EXTENT OF DEBT IN THE [RISH
HOUSING SYSTEM

Introduction

CCURATELY ESTIMATING the extent of

debt in the Irish housing system is an
exercise fraught with difficulty primarily due to
variations in the reliability of different, and at
times competing sources. For example, most media
gcfﬁ:fmam’ of the exact amount nf‘murtgage or
rent arrears during times of fiscal crisis are regularly
shown at a later dare to be incorrect. As figures
vary in extent from rhe caurious to the grossly
exaggerated, the most consistent characreristic of
guesstimates is their inconsistency. Generally it is
the over-estimated figure that receives the banner
headlines and causes the greatest distress, for
example to mortgage holders struggling to

maintain payments,

A good example of how competing print
media sought to dominate the news agenda
oceurred in the wake of the Irish interest rate erisis
of late 1992, early 1993. This so-called crisis
DCC]JIrEd WhEﬂ str_‘r]ing Wis l':lth-t'r ilhl'l.IP[]}’
dismissed from the exchange rate mechanism
(ERM) and subsequently devalued. The knock-on
effect in Ireland’s open marker economy was a
considerable increase in interest rates that led, in
turn, to increased repayments for the great
majority of mortgage holders, and forced a
considerable number of them into arrears. One
widely reparted end-result was an apparent
increase in the number of repossessions. However,
the lack of accurate data on the acrual incidence
and extent of default and repossession meant the
media became the bacdeground for claim and
counter-claim on the progress of the morrgage
crisis. For example, by December 1992 huge rises

in repossessions were being reported in some

sections of the media (for example see Evening
Press, 09/12/1992), Claims which elsewhere were
equally strongly refuted by the banks and building

societies (see Cork Examiner 09/12/1992),

The fact that media estimates of the extent of
debr in the housing system regularly gain such
currency among the public is broadly attributable
to the ongoing absence of officially compiled data

on arrears and repossession. The dearth of %

4
Accuratehy

information has in the past been worsened hy the

o T b : ; estimating the
unwillingness of building societies to publish their 4
5 , - extent of debt
own figures. Fortunately this latter situation no ) .
i the Irish

longer prevails. In 1996 the Irish Mortgages and Rorsingaseran

Savers Association (IMSA) published its inaugural : c
18 A1 CXercise
fraught with

difficulty. >

annual report containing arrears and repossession
figures for 1995. However, the debt figures for
other secrions of the morrgage finance industry
remain generally unknown. Their publication is

not forthcoming as yet.

Therefore, in order to provide an account of
the extent of debt in Irish housing during the
19905 thar holds considerably more than just a
semblance of accuracy, this investigation relies on a
number of different sources. Using data gathered
from Threshold survey research of mortgage
finance institutions, local authorities and court
proceedings, this section will present a deseriptive
analysis of the recent trends and developments in
the extent of housing debt from the late 1980s
until the mid-1990s.

Bank and Building Society Mortgage Arrears

and Repossessions

The economic difficulties experienced by the Irish
economy during the mid-1980s heralded a growth

in the level of serious arrears among borrowers as 21
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the incidence of unemployment began o impact
upon home owners (see Figure 3.2). The previous
decade had experienced unemployment rares
ranging from 5.3 per cent to 7.4 per cent.
However during the 1980s unemployment rose to
18 per cent of the labour force(see Blackwell,
1986; Eurostat, 1991). This period of recession
was witness to an increase in the number of
unemployed houscholds eligible for an income
supplement under the provisions of the
Supplementary Welfare Allowance (SWA) scheme
to aid them with the payment of the interest part
of their mortgage repayments, but not arrears
(known as mortgage interest supplement — MIS).
Yet very little remains known abour the full extent
of housing debt during this period. Indeed the
limited data on MIS claimant numbers reported by
the Commission on Social Welfare (1986: 322)
was subsequently heavily criticised as simply
representing the tip of the iceberg (Blackwell,
1990).

o viorigage arrcil

The sea-change in lrish economic forrunes that
characterises the present period of economic
growth has hidden the extent of housing debr from
public scrutiny. Therefore in order 1o discern the
extent of housing debt during the early 1990s,
Threshold conducted a mortgage arrears survey of
both the building societies and banks during 1994,
the results of which are presented in Table 3.1.
Immediately noticeable from this table is the very
low percentage of retail or clearing bank mortgages
that are in arrears relative to building socieries. The
main reason for this stems from the smaller
residential mortgage portfolio held by the banks,
together with their policy of lending rowards the
upper end of the marker. Noticeably Threshold’s
1994 survey demonstrated thar building sociery
short-term arrears (less than 6 months) had fallen
berween 1993 and 1994 by 2,188 cases to

represent 7 per cent of total accounts, The banks

Table 3.1 Irish Bank's and Building Societies Mortgage Arrears, 1993-1994,
March 1993 March 1994
Toul No, No. Alc's | No.Alcs| Toral No. No. Alc's No.
No, Alcsin in Short- in Long- No. | Ald'sin in Short- | Alc'sin
Mortgage Arrears term term | Mortgage | Arrears term Long-term
Alc's {as % of | Arrears Arrears Alc's (as % of Arrears Arrears
Tatal Alc’s) | (<or= (>or= Toral Alc’s) (<or= (>or=
Smiths) Gmiths) Smths) tmths)
Irish
Mortgage & n/a 23,245 13,483 9,762 | 354,474 22,795 11,295 11,502
Savings (7%)
Association
Irish
Retail/ 86,275 1,176 685 491 93,526 1081 606 473
Clearing (2%) (1%0)
Banks |

Norte: Irish Morgage and Savings Association represents the following building societies: Irish Permanent ple, First National
Building Society, EBS Building Society, [CS Building Sociery, lrish Nationwide Building Saciety, lrish Life Homeloans Lid.,
Nuorwich Irish Building Sociery. Insh Recail/Clearing Banks include AIB Bank, Bank of Treland, Narional Irish Bank, TSB Bank

and Ulster Bank,
Somirces Threshold
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experienced an equivalent decline of 95 cases to
represent 1 per cent of their toral mortgage

AcCounts,

These figures would suggest a reversal of the
trends of the 1980s were it not for the alarming
increase in the number of long-term (greater than
6 months) building society arrears accounts by
1,740 cases. Long-term arrears represented almaost
half the toml number of building society accounts
in arrears in 1994, This increase was most probably

a direct result of the 1992 interest rate crisis.

Arguably the impact of the 1992 interest rate
crisis is continuing to be felt by borrowers and
lenders alike. For example, by 1995 the number of
building society accounts in arrears had grown o
represent 15 per cent of IMSA members’ toral
accounts, In 1996 this figure fell back slighty ro
13.7 per cent.

Figure 3.1 displays the percentage of building
sociery arrears accounts in long or short-rerm
categorics for 1995. Noticeably the grearest growth
since 1994 has occurred in short-term arrears
which have risen to almaost two-thirds of overall

arrears. Long-term arrears persist with over 21 per

cent of rotal building seciety arrears being accounts
over six months in defaule and 10 per cent over
twelve months in default. IMSA figures for 1995
and 1996 suggest however that currently arrears
present no major threat to the financial sability of
building societies. Arrears represented only 0.77
per cent of the total IMSA mortgage portfolio in
1995 dropping to 0.67 per cent in 1996 (IMSA,
Annual Report, 1995, 1996).

The incidence of building society and bank
repossession since the late 1980s is detailed in
Table 3.2, Significantly, the highest rate of
repossession by the building societies shown here
occurred during recession in 1988 at 256
repossessions, ©he trend in repossession was
downward from there until the interest rate crisis
of 1992 which consolidated the rise in
repossessions from 188 in 1991 and 180 in 1992.
The aftermath of 1992 was a continued upwards
trend, with hui]ding SOCIETY Tepossessions
increasing to 205 in 1993 and again to 215 in
1994, Bank repossession also occurred during this

period, albeit at a considerably smaller scale.

6—-12 months
11%

36 months
15%

Figure 3.1 IMSA Mortgage Arrears, 1995, Percentage of Accounts in each Caregory

12 months +
10%

1-3 months
64%

Source: IMSA, Annual Report 1995
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Table 3.2 Trish Bank and Building Society Repossessions, 1988 — 1996

1988

1989

1990

1991 1992 1993 1994 1995 1996

Trish Mortgage and
Savings Association

Repossessions

]
i
=

111

91

188 180 205 215 193 178

Irish Clearing
Banks

Repossessions

nfa

nfa

t
-
=
£

nfa

Number of
IMSA Loans
Outstanding

142700

147700

15000

157500 | 172500 | ©200780 | 9220060 | 257340 | 286,004

Number of Ch::uing
Banks Loans
QOurstanding

nfa

nia

nla

nla nfa 1,194 1,079 nfa nfa

IMSA Repossessions
as a P'ercentage

of Loans

0.17%

0.075%

0.06%

0.05% | 0.09% | ©0.1% [ =0.09% | 0.07% | 0.06%

Clearing Banks
Repossessions as a

Percentage of Loans

nla

nfa

nfa nfa 0.5% 0.3% nfa nfa

Note: €] = estimate

Source: IMSA, Irish Banks Informanon Service.

After a three year rise, building society

repossessions fell back in 1995 to 193, a 10 per

cent decline on the previous years figures, This

drop-off in the rate of repossession may reflect

improvements in the housing marker since 1993,

however it remains too early to say whether this 10

per cent drop also represents a reversal of the

prevailing upward trend and the beginning of a

new downward trend, especially as the 1996

repossession rate stands at twice the lowest point of

the last downward rrend in 1990,

In practice the increase in repossessions since
1990 was due, at the ourset at least, to an increase
in long—term mortgage arrears'. Unfur[una[eiy,
aside from the resules of Threshold’s 1994
mortgage arrears survey, the absence of accurate
data here prevents us from confirming this
assertion directly. Nevertheless, we can confirm an
increase in long-term arrears by referring to the
number of civil bills for repossession entered in the
court system. The issuing of a civil bill represents

one element of building societies’ arrears

Other factors -lf"nll'fl‘t-ll'-':{ m increase van ing |I|.|-. swW e j‘:u._c.‘nill}'_ -'l_'. thie CRAUTTES .|r1.| LI rE AgEressIve arrears

— .
managenent by lenders.



The Extent of Debt in the Irish Housing System

management strategies and are usually issued in
cases where arrears are ar least in excess of six

manths.

Figure 3.2 illustrates the total number of civil
bills entered in the Dublin Districe Court berween
1979 and 1992 as well as the breakdown of bills
issued by different building societies. An overall
increase in the number of civil bills entered in the
courts since 1989 confirms the increasing trend in
long-term building society arrears over this period.,
From Figure 3.2 we can see how the two largest
building societies; the Irish Permanent and the
First National were responsible for the majority of
civil bills entered. However since the beginning of
the 1990s the Irish Natdonwide building sociery

has also increased the number of civil bills entered.

It is important to note here that ﬂJthDugh the
number of civil bills entered is a gucd indicator of
the extent of long-term arrears, it is by no means a

good indicator of future trends in actual rates of

repossession. For example, despite an increase in
civil bills being entered in the Dublin Circuit
Court berween 1989 and 1990, repossession
figures for that period actually dropped from ane
hundred and eleven to ninety one cases (see Table
3.2). This may possibly be due o the length of
time elapsing berween a civil bill being entered and
a repossession being granted by the courr, Taken as
such, an increase in the rate of civil bills entered in
court in any one year should indicate a rise in the
rate of repossession for the following year. Yer the
reliability of the rate of civil bills being entered in
court to predict future repossession trends is
brought into question by the resules of Threshold's
analysis of Dublin Circuit Court records for 1993,
Throughout 1993 a total of seven hundred and
fifty two civil bills for repossession were entered in
the court, Threshold followed each case from its
date of entry in the court’s cause book until
Ocrober 1994, a period of nort less than nine
months in any one case. The results of these cases

are prest'ntcd in Figure 3.3

Figure 3.2 Breakdown on Civil Bills for Repossession Entered into the
Dublin Circuit Court, 1979-1992

1200
IPBS
1000
EBS
5 800
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z INBS
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Nare: IPBS: lrish Permanent Building Seciety: EBS: Educational Building Society; FNBS: First National Building
Society; INBS: Irish Narionwide Building Society; 1CS: Irish Civil Service Building Society; Others include retail and

clearing banks in addition o other credir insticutions.

Source: 1979 -1985 The Building Industry Bulleting 1987 -

10/01/1993)

1992 Paddy O'Gorman, RTE (Sunday Tribune,
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Struck Out
8%

Adjourned
10%

Ongoing
8%

Figure 3.3 Dublin Circuit Court 'ossession Actions. 1993

Order Granted
15%

Did not Proceed
59%

Source: Threshold

A wotal of four hundred and fifty one cases
(fifty nine per cent) did not proceed. This
occurred for a variery of reasons, the most
common being the borrower coming to an
arrangement with the lender as a result of the
genuine threat of compulsory repossession. Three
hundred and one cases were heard in open court.
At the end of Ocrober 1994, eight per cent were
ongoing or not yet resolved (i.e. had been
adjourned with new dates listed). Ten per cent of
cases had been adjourned generally with liberty to
re-enter, (in other words they were now officially
off the court list bur could be re-instated at any
time). A further eight per cent were struck our by
the judge and fifteen per cent resulted in orders
for possession being made by the court. Seven
hundred and fifty two civil bills resulted in one
hundred and thirteen orders for possession by the
court, from which only forty one execution
orders allowing possession resulted, Threshold
interview data from the Dublin County
Registrars and Sheriffs in 1994 indicated thar of
the forty one execution orders only twelve
repossessions resulted. Pur simply, this case-study

demonstrated how only approximately two per

cent of all aivil bills entered in court in 1993

resulted in acrual repossession in 1994,

Perhaps the most important conclusion to be
drawn here relaces firstly to the inadequacy of
arrears management practices that rely exclusively
upon the court system, but also to the inability of
tJ"IC court SYST.'CITI T SUCCCSSFU.“}' pruduce a l'(fSL]J'I: T
the mutual benefit of both borrower and lender, a

point to which we will return,

The most recent daca for 1995 and 1996
indicares a decline in the number of new building
society applications for possession orders nationally
to five hundred and eighty five. Of a total of 2,725
cases listed for hearing nationally in 1996, forty
seven per cent were adjourned by the socieries,
thirty one per cent were adjourned by the courts,
nine per cent were struck out by the courts and
thriteen per cent resulted in possession orders being
granted. This in turn led 1o one hundred and
seventy eight properties being taken into possession.
Of these thirty three per cent were surrendered, ren
per cent abandoned and fifty seven per cent had the
possession order executed. These figures are

presented in more detail in Table 3.3.
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Table 3.3 IMSA Arrears: Court Listings and Possessions, 1995 and 1996
1995 1996
- Number L Y _ Number %
New Applications for Possession Orders (71 | 585
Listed for Hearing _ -
Adjourned by the Societies 1,133 430 1,284 47%
Adjourned by the Court 933 35% 852 31%
Struck Out - 175 7% 233 905
Possession Orders Granted 413 16% 356 13%
Total Listed 2,654 2,725
Houses taken into Possession
1. Properties Surrendered 73 38% 59 33%
2. Properties Abandoned | 35 18% 17 10% ¢ rTTH' most
3. Passession Orders Executed 85 44% 102 57% ot
o indicates a
Total Possessed 193 178 decline i new
Source: IMSA, Annual Report 1995, 1996. Building
Society

Local Authority Mortgage Arrears and

Repossessions

Irish tenure patterns are dominated by owner-
occupation or home-ownership as it is more
commonly referred to. However this sector of the
Irish housing system is highly fragmented.
Important spatial variations occur both intra and
inter-regionally in terms of age, type, size, condition
‘and, importantly, cost of dwellings. Promored ar
political level as the most desirable tenure, owner
occupation benefits from exrensive grant and rax
subsidisation aimed ar affording even the lowest-

income groups a ‘rung on the ladder of ownership’.

In parallel to private market provision there
exist a number of policies and schemes to assist
low-income groups with limited marker oprions to

seek home ownership®, Similar routes into owner

) g . applications for
occupation are available to those local authority )
POSsession

tenants willing and able to transfer out of social 3

orders,
housing inte private ownership’. Mortgage finance
necessary to support these policies is provided by
the Housing Finance Agency (HFA). Established
by the Housing Finance Agency Act, 1981 as a
Se]f-regulating Plcd whose I:lClﬂICl lT.I.ElTIbEl'S are
appointed by the Minister for the Environment,
the HFA acts as a bank for local authorides,
advancing loans for their purposes under the
Housing Acts. Previous to June 1989 the Housing
Finance Agency made advances to individual
barrowers. Since then its procedures have changed
and today the HFA makes advances only to local
authorities who in tum process individual
applicants and administer the mortgage finance.

Information on these loans, Le. arrears, penalty

charges etc., is now held by the local authority

Shared Ownership Schemes, Housing Finance Agency Loans,
Tenant Purchase Schemes.

* Public Limited ( ANy




((Tfu' extent
of debr on
mortgages feld
with local
auithorities
improved
hetween 1993
and 1994. 77

As Safe As Houses? The Nature, Extent and Experience of Debt in the Irish Housing System

administering them, therefore during 1994

Threshold conducted a survey of all local

authorities with the objective of discerning the

extent of debt among those who held mortgages

with local authorities, the results of which are

presented in Table 3.4.

A number of significant findings emerged.

Firstly, there was a noticeable improvement in

the extent of debt on mortgages held with local

authorities. The average number of accounts in

arrears as a percentage of rotal accounts held fell

from twenty three per cent in 1993 to eighteen

per cent in 1994, Secondly, a concomirant

decline in both short and long-term arrears also

occurred during this period. Both sers of reported

arrears figures fell in number by approximarcely

Table 3.4 Local Authority Marigage Arrears, 1993 — 1994

March 1993 March 1994
Total Na. No. Alc’s | No.Ald's | Toral No. No. Alc's No.
No. Aldsin | inShort- | inleng- | No. Alc'sin in Shore | Alc’sin
Mortgage Arrears term term | Mortgage | Arrears term Long-term
Alc's (as % of Arrears Arrears Alc's (as % of Arrears Arrears
Total Afc’s)| (<or= (>or= Toral Alc's) (<or= (>or=
| Smths) Gmths) Smrhs) Gmths)
Cavan Co.
Council 2,352 | 565 (24%)| 253 222 2,196 | 450 (20%) 287 163
Donegal Co.
Council 3500 nfa | _Efa nla 3345 nfa n/a nla
Dublin 9,224 2,222 1,545 677 8,828 2,115 1,499 616
Corporation | (24%) 24%)
Dun Loaghaire/
Rathdown nfa nfa nfa nla 1,573 | 221 (14%) 192 29
Fingal Co. 12,617 1,899 1,576 323 3. 747 566 470 96
- Counil (15%) (15%)
Galway Co.
Council 3,800 | 495 (13%}_ 355 140 3.844 | 433 (11%) 297 136
Kiikenny Ca.
Council 3,138 | 965 (31%) 362 603 2,981 | 909 (30%) 344 365
Leitrim Co.
Council 698 303 (44%) 212 91 660 276 (42%) 183 93
Limerick
Corporation 1,779 | 495 (28%)| 428 67 1,792 | 237 (14%) 188 49
Monaghan Co.
Council 2,634 | 474 (18%)| 317 157 2,679 | 303 (12%) 184 119
Sth. Dublin nfa nla nla nfa | 7048 1556 1290 268
Co. Council (22%)
Tipperary
North Riding 2,106 124 (6%) 21 33 2,136 141 (7%) 104 37
Tipperary
South Riding™ | 1,556 | 367 (24%)| 285 82 n/a nfa nfa n/a

*: Figures for December 1993 and December 1994

Source: Threshold
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fifty five per cent. Figure 3.4 displays these
derails. The same 1994 survey enquiries also
found that at least sixty repossessions had
occurred in 1993 among local auchorities and
fifty four in 1994. In both years 11 repossession
cases resulted in the dwelling reverting to the
local authority with the original owner now

residing as a tenant,

More recently Threshold conducted a survey
in 1996 into the extent of debr on local authority
housing loans for the Dublin region. Tables 3.5,
3.6, 3.7 and 3.8 show the extent of debt on

mortgages held by all four Dublin local authorities.

Despite an apparent overall reduction in the
number of accounts in arrears since 1994, whar is
immediately noticeable is the acrual financial size
of the debr on mortgages in arrears in 1996, The
greatest amount of arrears is held on Dublin
Corporarion mortgages, averaging £1.4 million
over the three years 1993 to 1995, However the
extent of this debt is slowly falling, il only by very
minor amounts. The opposite is true of housing
debt on Fingal County Council mortgages. Table
3.6 shows how arrears have risen since 1994 by
£7,000 ro £485,000 in 1995,

Nevertheless it is important to strike a

cautionary note here as there exists a significant

Figure 3.4 Local Authority Long and Short-Term Mortgage Arrears 1993—1994
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Saurce: Threshold
Tuble 3.5 Dublin Corporation Housing Loan Arrears, 1993-1995
Year Number of Accounts in Total Arrears as a % TOTAL
Arrears Annual Charge ARREARS
1993 4651 13.67% £1,328,088.81
1994 4677 l_.3.59% £1,310,066.39
1995 4121 13.11% £1,274,382.26

Source: Threshold

Table 3.6 Fingal County Council Housing Loans Arrears, 1994 — 1995

Year Number of Accounts Arrears as a Percentage of TOTAL

in Arrears Toral for Collection ARREARS
31/12/1994 1934 9.27% £478,000
31/12/1995 1828 . 9.65% £485,000
Source: Threshold
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Table 3.7 Dun Loaghaire/ Rathdown Co. Council Housing Loan Arrears,
1993 — 31/07/1996
YEAR Shared Ownership | SDA Loans | Housing Finance | House Purchase TOTAL
Scheme Loans | Ageney Loans Loans ARREARS
1993 £4,104.00 £16,133.00 l £00.00 £32,008.00 £52,245.00
1994 £11,339.00 £25,850.00 L0000 £56,648.00 £93,837.00
1995 £24.023 £21,385.00 £21,424.00 £102,373.00 | £169,205.00
31/07/1996 £20,229 £34,067.00 £9,537.00 £85,635.00 £149,468.00
Source: Threshold
Tahble 3.8 South Dublin County Coundil Housing Loan Arrears,
1993 — 30/06/1996
YEAR Shared Ownership | SDA Loans | Housing Finance | House Purchase TOTAL
Scheme Loans Agency Loans Loans ARREARS
1993 £8,278.91 _LI 67,107.6 £424,877.55 £282.956.95 | £883,221.01
1994 £17,953.97 £165,634.52 F483,198.14 £335.490.17 | £1,002,296.8
1995 £25,048.23 £135,132.61 £373,765.33 £286,932.38 | £820,878.35
30/06/1996 £30,086.13 £108,749.38 £290,232.86 £255,282.76 | £684,351.13

Souree: Threshold

disparity between the number of mortgage
accounts in arrears reported for the Dublin
authorities in 1994 and those given as in arrears for
the 1996 survey. A reasonable explanation may lie
in purported changes made o the system of
classification and accounting that have occurred
berween these years, however this disparity
highlights once again the extreme difficulty that
currently exists in reliably stating the exact extent
of debr in Irish housing, irrespective of renure or

mortgage lender.

Tables 3.7 and 3.8 show in more detail the
breakdown of debt on mortgages held with Dun
Laoghaire/Rathdown and South Dublin County
Councils. Whereas arrears in Dun Laoghaire
[Rathdown have increased significantly since 1993
by £97,000 to £149,468 in August 1996, arrears in
South Dublin County Council have been slightly
more volarile increasing first in 1994 and then
decreasing to below 1993 levels by June 1996.

Perhaps the most alarming arrears trend in
both these local authorities has been the consistent
increase since 1993 in arrears on Shared
Ownership Scheme loans. The shared ownership
scheme aims to provide for households the benefits
of home ownership with outgoings which are
affordable and significantly less than an ordinary
mortgage on an equivalent property. Under the
scheme the applicant initially acquires fifty per
cent of the equity in a dwelling and rents the
remaining equity from the local authority, giving
an undertaking to purchase this within twenty five

Years.

Yer according to O'Connell (1994): “it is
dfb&[ﬂblt hOW lTlLlCh ]I.lTlPﬂCr SUCh Schcmes can
realistically have in light of the financial
stipulations required of prospective applicants and
the length of ame it will take ro actually become
an owner of the property in question”, O'Connell

(1994) goes on to argue that “the word on the



The Extent of Debt in the Irish Housing System

ground from many local authority housing officials
is that even those applicants who have succeeded in
getting approval for the scheme will nevertheless
experience significant difficulties in meeting
repayments on relatively modest mortgages, and
may have even greater difficulty acquiring
outstanding equity within 25 years”, an argument
somewhat borne out by the extent of shared
ownership arrears indicated in Tables 3.7 and 3.8.
Indeed it can be concluded thar current arrears
figures on Shared Ownership mortgages ultimately
threaten the tenure security of those households

resident under this scheme and in housing debr.

Berween the four Dublin local authorities the
overall value of arrears on housing loans can be
estimated to have fallen from £2.9 million in 1994
to £2.75 million in 1995. Significantly, in the first
six months of 1996 both South Dublin and Dun
Loaghaire County Councils reported housing loans
arrears toralling £0.85 million, confirming the
persistently high level of arrears held on local
authority housing loans. Figure 3.5 displays the
relative totals for arrears among the four local

authorities.

Local Authority Rent Arrears

Debt is not particular to just one tenure in the

Irish housing system. Social housing also contains a

ﬁigniﬁcanr level of debr via rent arrears. Despite the
operation of a historic differential rents scheme for
social housing. most if not all, local authorities

have arrears on their rent accounts.

One explanation for this can be found in the
facr that up ro eighty per cent of tenants in some
local authorities are solely reliant upon social
welfare benefits as their only source of income.
This is one of many features of residualisation
affecting this tenure. Other social and structural
factors, combined with the low levels of investment
in the sector throughout the 1980s, have
contributed to the stigma of social housing and
ensured that, in many cases, rent arrears have
become an historic feature of the tenure.

In arder to ascertain the extent of debr in social
housing Threshold conducted survey research in
1994. Derails of the results are presented in Table
3.9

Nortably, the percentage of tenancies in arrears
is extremely variable berween local authorities. For
example, the lowest percentage of renancies in
arrears was reported in Fingal County Council at
eleven per cent. Despite being parr of the greater
Dublin metropolitan region this percentage is
significantly lower than the neighbouring local
authorities of Dun La.oghain:f Rathdown (twenty

seven per cent) and Dublin Corporation (eighty
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Table 3.9 Local Authority Rent Arrears, 1994.

Number | Percentage | Numberof | Numberof | Number of Number of
of of Tenancies | tenanciesin | tenancies in tenancies in renancies in
Tenancies | in Arrears | Arrcarsof | Arrears of Arrears of | Arrears greater
£0 - £300 | £301 - £500| £501 - £1,000 | than £1,000.

Arklow Urban
District Council 320 19% 43 5 2 0
Bray Urban

i District Council 1196 29% 334 4 1 3
Cavan Co. (_:_nuncil I8 691 30% n/a nfa nfa n/a
Cork Co. |
Borough Council 9804 39% 3200 257 233 127
Cork Co. Council 1200 34% n/a 344 40 15
Dmghf:da
Corporation 863 35% 265 7 3 1
Dublin Carporation 31439 81% 20094 2437 1045 1894
Dundalk Urban

_ District Council 1116 45% 417 32 17 4
Dun Loaghaire/
Rathdown Cao.
Council 3276 27% 730 57 45 44
Fingal Co. Council 3400 11% 272 45 20 19
Galway
Corporation 2166 67% 1331 91 46 20
Kilkenny Co.
Council 1200 73% 578 112 35 22
Limerick
Corporation 3272 46% 1351 65 | 52 32
Limerick Co. l
Council 1202 83% 114 19 10 7
Listowel Urban
District Council 140 36% 50 n/a nfa nla
Louth Co. Council 420 40% 80 60 15 5
Offaly Co. Council nfa n/a nfa n/a nfa nfa
Thurles Urban
District Council 243 50% n/a 10 nfa nfa
Tipperary. Nth.
Riding 750 40% 250 16 13 7
Tipperary Sth
Riding 1000 | 40% 350 25 10 5
Tullamare Urban '
District Council n/a nfa nfa nla nfa nfa
Westmeath Co.
Council 602 60% 345 9 3 3

Source; Threshold.
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one per cent).However high levels of arrears are
not confined to the Dublin region. Galway,
Kilkenny, and Limerick local authorities reported
sixty seven per cent, seventy three per centand
eighty three per cent of their renancies in arrears
respectively. Despite the regional variations in the
incidence of rent arrears, the great majority of
tenants were less than £300 in debt. Threshold
survey results indicared thar eighty one per cent of
tenants were in debr of less than £300, nine per
cent in debt between £301 and £500, four per cent
in debt berween £501 and £1,000 and six per cent
in debr over £1,000, These details are displayed in

Figure 3.6.

Summary

The recent decline in the rate of bank and building
society repossessions for 1995 masks an alarming
trend in increased long-term arrears since the
beginning of the 1990s. Although unreliable in the
prediction of future repossession rates, the number
of civil bills entered in the court system is a strong
indicator of the extent of long-term arrears.
However, itis too early to assume the figures for

1995, indicating a significant decline in the

number of building society repossessions and court
actions for possession, represent a new downward
trend in repossession and arrears similar to that
which occurred between 1988 and 1990. 1996

repossession rates are double their 1991 equivalent.

The extent of arrears on mortgages held with
local authorities remains alarmingly high, again
despirte recent improvements, Despite a modest
improvement in the extent of arrears on local
authnriry mortgages, as in the private sector,
disturbing underlying trends were identified. In
particular, increases in default and arrears held in
the Dublin metropolitan region among holders of
Shared Ownership mortgages threaten the long-
term viability and success of this policy support for

aspiring low-income home owners.

In sum, the overall success of this section in
identifying and analysing recent trends in the
extent of housing debt is mitigated against by the
absolute dearth of official dara on the extent and
nature of mortgage arrears and repossession. The
continued absence of such information leaves room
for speculative guesstimates, whose impact may or
may not be beneficial ar any one time, but during

times of mortgage crisis, as in 1992, can add to the

£501-£1,000
4%

£301-£500
9%

Figure 3.6 Categories of Reported Local Authority Rent Arrears Cases, 1994

> £1,000
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£0-£300
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sense of panic felt by many houscholds reetering

on the verge of indebtedness.

More importantly, the production of
economically and politically sensitive figures
cannot be simply left to vesred interests.
Contradictions and disparities become all 1o
apparent, and despite the publication by the IMSA
of their arrears and repossession figures for 1995,
their newsworthy nature means it is cerrainly most
worthwhile to approach such data with a certain
circumspection, In other words it is warth bearing
in mind Ford's (1988: 49) prudent comment that,

‘... the idcnhsg_\’ and organisational culture of the
[111i|llil1g socieries hos historically been ane of success
-'”‘Il‘i :‘_E""J\\'[h -] 0 lI'll.'..\;L' LI[]”][:][““ CONCerns EJLI\'L' oW
to be murried notions of caution, failure and loss, and
these tensions have 1o be pﬁlmi\ iy managed so as hot
Ia Lt{."l:[ 1!1‘}:‘;(.‘ \Lfi.'i{i”!__’, |U-”'|!1 or l]l(.‘lf\'ﬂ.' FJJ.I\.JI'Il_' h);ll'lh lior
investment, Any tension and conflicr generated by
these (and other) contrary forces appears to have been

resolved in favour of the public face of the socicties'.

Recommendations

® Changes in the extent of mortgage and rent
default, arrears and repossessions in the lrish
housing system demand accurate and regular
measurement and recording. Therefore a
unified recording system should now be
developed based on data from the following
sources: banks, building socieries, other
mortgage finance and eredit institutions, local
authorities, the courts, Sheriffs and County
Registrars. Ideally data could be collected and
published as a staristical series on behalf of the
State by either the Department of
Environment or the Department of Finance.
Co-operation must be soughr with those
agents capable of supplying this data.
However, to ensure the continued reliability of
this staristical series appropriate legislarive

powers to guarantee and enforce compilation

of the dara are required. Such powers may not
demand new legislation bur may possibly be
regulated for under current legislation such as
the Finance Act or the Consumer Credit Act
or indeed via the offices of the Ombudsman
for the Credir Institutions or the Director of

Consumer Affairs.

1996 Threshold survey results demand an
immediate investigation into the cause of the
significant increase in Shared Ownership
mortgage default and arrears. The Housing
Finance Agency is the appropriate body to
sponsor and fund research into the incidence,
extent and experience of housing debr in
Shared Ownership Schemes. Research to
evaluate the success or failure of the Shared
Ownership Scheme in different local
authorities should also be conducred with the
declared objective of making strategic
recommendarions ar a policy level to rackle
and eliminate housing debt on Shared

Ownership Schemes.

A national rent arrears survey of all local
authority housing providers should be
established in 1997 by central government.
This survey should be longitudinal, occurring
regularly every two years. Survey objectives
should include the quanrificarion of the extent
of rent arrears nationally, the identificarion of
intra-regional and inter-regional differences, as
well as a critical review of the appropriateness
of the differential rents policies operated by
local authorities. The current example of
Dublin Corporation’s rent arrears survey for
1997, funded under the Housing
Management Initiative, should be published

and made freely available.
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EXPLAINING THE CAUSES
OF HOUSING DEBT

Introduction

ANY DIFFERENT REASONS may be
offered by the individual to explain the

incidence of his ar her housing debr, yet it is
recognisably difficult to identify one overall
dominant cause thar is both reliable and valid
in all circumstances over time. Changing
economic conditions affect housing markets,
consumer and mortgage credir and vary both
over time and space, Therefore, as was
illustrated by the model of housing debt as a
cluster concept in Section 2, it is imporrant to
recognise that the causes of housing debr are
complex. This is not ro suggest that research
has failed ro deliver a comprehensive
explanation of the phenomenon. Instead, it is
1o argue thar elaborate statements regarding a
dominant cause of housing debt at any one
time (for example rising interest rates) remain
intricate and abstract. [n other words a single
overall determinant remains difficult to identify
and agree upon, yet despite regional and
national variations, genem] observations
regarding the causes of housing debt have been

made by British and other European research.

Equally important to any explanation are the
different perceptions of the causes of housing

t held berween individuals and institutions.
debr held b dividuals and

derceived causes are especially important as the

Perceived pecially imp h
attitudes of both individuals and institutions
influence their respecrive debr management
infl th p deb o
practices. Arguably a conflict can exist between
.popuiar socieral and institutional perceptions as
to what are the causes of housing debt and the
actual reality of individual or household reasons
for indebtedness. The purpose of this section is,

therefore, to highlight recognised causes of

housing debr bur also to explore the differences
berween perceptions of the causes of housing

debr among building societies, banks and local
authariries, as well as a sample of househalds in

housing debr.

Established Causes of Housing Debt

Despite the difficulties apparent in attempts to
pinpoint an overall, dominant cause for housing
debr, there exists a large body of British and other
European evidence which may be drawn upon to
advance our understanding of the phenomenon
(see, for example, Ford, 1992, 1993; Jenkinson,
1992; Kaatz et al, 1992; Kinson and Robertson
1992; Land, 1983; Mennell, 1992; Morris, 1984,
Parker, 1987).

In contrast very little research on housing
debr issues has occurred in Ireland to date.
Unlike her European neighbours, and despite a
series of housing policy initiatives that elsewhere
might easily prompr considerable monitaring of
implementation and research on ourcomes and
outputs, Ireland has been slow to recognise and
to understand the phenomenon of housing debr.
Examples of such policies include the Tenant
Purchase Scheme and the Shared Ownership
Scheme. Both these policies have provided
routes into home ownership for whar are
arguably financially vulnerable households, while
at the same time Ehanglng the tenure patterns of
housing areas. And despite this report’s
identification of an increasing trend in mortgage
arrears an Shared Ownership Schemes (see
Section 3) there remains an absence of
commissioned research focused on the causes of
housing debr affecting government housing

policy initiatives.
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By contrast the sheer popularity of the Right
To Buy policy' among tenants in Britain
demanded a considerable research focus be brought
to changes in housing tenure, As the privatisation
of social homing, bcgun in earnest in 1979,
increased levels of owner occupation throughour
the late 1980s, the identification of causes of
housing debe visited upon low and medium-
income home-owners worst affected by the British
recessions in the early 1980s and again in the early
1990s became a major research concern.
For example British building society research
(B.S.A.; 1985: 21) into the causes of mortgage

arrears during the 1980s found thac:

1. The main causes of mortgage arrears are
uncmpluyment. matrimonial prub|ems and

financial mismanagement,

b

[nn the long-term, the extension of building
society lending criteria and competition in the
mortgage marker may well have an effect on

the levels of arrears and possessions.

3. Changes in the levels of arrears and
repossessions are influenced by unemployment

and changes in house prices,

The growth of house repossession in Britain
during the recession of the early 1980s influenced
other research 1o focus on the explanation for the
increase. For example Southwell's (1985: 26)
research highlights the limited number of
categories used by building societies o explain the

reason for a repossession. The categories were:

1. "Wilful’: reported as the most common cause of
repossession, the term was used when borrowers
refused to meet their mortgage commitments
although they were, supposedly, in a financial

position to do so.

2. ‘Failure to Cupc': indicared that the borrower
was unable to meer his/her commirments. This
may have been due o a decline in income or an
increase in other financial commirments,
however the research found that the reason
behind an inahilir_v to make morigage
repayments was not probed by building societies

at the rime.

‘Marital Problems’: the research observed that

E-"‘

marital problems may be underestimared as a

cause of morigage arrears and repossessions.

4. "Unemployment’; a strong suggestion emerged
from this research cthat unemploymenrt was not
always the sole cause of repossessions. This was
mainly due to the welfare benefit system
supports for unemployed home-owners at the

time.

Other contemporaneous research into the
causes of mortgage default used the following
categories as possible explanations (Doling, Karn
and Stafford, 1985: 37):

1. Fluctuarions in houschold income;

2. Marriage breakdown;
3. Unemployment;
4. Budgct stretch.

The final category of budger stretch remains
an important finding. Budger stretch relates ro
minar drops in household income which may lead
to difficuley in maintaining a fixed outlay on a
mortgage. In other words the householder’s room
for manoceuvre is more limited when that part of
histher income left over after making mortgage
repayments is small. Increased budger strerch
characterised a majority of borrower profiles

during the late 1980s British housing boom. The

First introduced as part of the Conservative FParey election manifesto in 1979, the Right to Buy (RTE) palicy offered

considernlle subsidies to stng council renants o |'J'.1_‘| th'ir ||\.\'|'|i'|:|1_' oft the o
extremely popular ner least becavise of the generous rerms of the subsidies offered. |

shelf-lite, the RTH is regarded as che pioncer policy in the project of welfare stare [rivat

Cotservative governments in Brrain since | 979
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margin for manoeuvre continued to decline into
the 1990s and upon the housing market slump in
the carly 1990s, was cited as a major explanation
for increased housing debt. The main reasons why
this margin had decreased during the period were

identified as:

1. An increase in lower-income purchasers (i.e.
council tenants purchasing under the *Right-
to-Buy’ programme}).

2. House price cycles and the ‘rush ro buy',

3. The easy availability of instalment credit.

4. Debtfequity imbalance (i.e. negative equity).

Other factors which can upser ‘right’
houschold budgets and so lead to morrgage arrears

were also identified. They include:

1. Prolonged period of industrial unrest such as
strikes.

2. Bereavement.

3. Unexpected and expected increases in non-
housing expenditure, for example, due to
pregnancy.

4. An increase in huusing L’xpendimre, for
instance, on essential repairs,

3. Sickness or accidents.

6. ].nabi]it_v to manage financial affairs.

{for further discussion of the British housing
experience of the late 1980s and early 1990s see
Birchall, 1992; Forrest and Murie, 1994; Dorling
and Cornford, 1995).

By the beginning of the 1990s Eurapean
housing research had identified how trends in
housing debt were changing, and how the order of
causative factors associated with the onser of
housing debt also varied temporally and sparially.
By returning to our model of housing debras a
cluster concepr, outlined in Secrion 2, we can
illustrate how the complex causes of housing debr

established by this research inter-relate.

Sti‘llttum] Pr(]cﬂssﬂs SllCh as uncmplo}«'mﬂnt
and Auctuations in the labour marker were

identified as key factors. Changes in national

housing policy also has a significant influence.
Variables such as the lending regimes of banks
and building societies and the availability of
mortgage finance at different times, in different
regions at changing rates of interest were also
important. The components of housing debt
illustrated how causes of indebtedness at the
houschold level are more idiosyncratic and
include pregnancy, bereavement and marriage
breakdown. Addirionally, research also confirmed
that each individual case of housing debr —
whether it be initial default on mortgage or rent
pafml_'ﬂts, |0ng—term mnrtgage ﬂl'ld Tent arrears
or threatened repossession and eviction — will be
different. In general we can conclude there are
many similar causes for indebredness between ¢ ‘;dt.,,”-”,,-,m
individual cases but variatians over time in one dowinant
individual life chances and stage-in-life-cycle, as catise of
well as changes in the housing market, housing housing debt
finance and housing policy, means identifying equally

one dominant causative variable, consistently and influential over

timie remarns

equally influential over time remains difficult. e
difficdt ~

The Perception of Debt

A significant consequence of the above conclusion
is that perceived reasons for housing debt can
become equally important, in some cases even
more influential, than actual identifiable reasons at
any one time (as argued in secrion 2, society
contains different understandings of the
phenomenon of housing debr which resules in
multifarious meaning being given to the rerm, and
in turn influences how actors and agencies perceive
housing debt}. A host of negative perceptions for
indebredness can be identified in Irish society at
large. Historically, perhaps the most papular
perception of housing debe is that morigage and
rent arrears arise from some form of financial
mismanagement. Financial mismanagement is
regularly explained as an ‘inability to cope’, which
is, in turn, then related to a person’s so-called

social pathology.
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Arguably this perception is primarily based on
the simplified and taken-for-granted belief that
communities, houscholds and individuals in
housing debr owe their “inability to cope’ to their
own social pathology. An equally prevalent belief is
that social pathnlogies, for example personal
addictions, become manifest in the behaviour of
those who find the process of indebredness
spiralling beyond their control. Admittedly the
initial onser of the process of indebredness and rthe
consequent spectre of possible homelessness can
trigger panic and increased stress in individuals
lives, visiting ‘disharmony’ to family and
household life. The difficulties of balancing a
strecched household budger and meeting the
demands of ucility payments all add further to such
disharmoeny. Increase in the occurrence of mental
illness, domestic violence and addictions, for
example alcoholism and gambling can be popularly
regarded as the ‘inevitable” expressions of such
disharmony in peoples lives. These so-called social
pathelogies can then be raken as proof that cerrain
sections of society, usually the poor and those on
the margins, possess an inherent inability to cope
with modern life. Either through mis-handling
their houschold budgers, or nor prioritising their
budgets responsibly, they are, in effect, regarded as
‘masters of their own fate’ having ‘brought the
problem onto themselves’, Their only route out of
this impoverishment seems equally historic: the old
adage to ‘pull themselves up by their own

bootstraps”.

This stereotype of the urban poor in particular
is historic in its formation and resonance. However
a concomitant ideological belief that social
pathologies are the cause of poverty (however
measured) arguably remains hegemonic in Irish
society. Additionally Irish socieral belief in the
capacity of the welfare system to provide an
adequate safery net compounds the complacency
artached to official policy and practice on arrears

and other aspects of housing debrt. This is despite

evidence thar social welfare allowance payments for
rent or mortgage interest are considered both
difficult to secure and unlikely to reduce a
recipients arrears in the long-run (see Mills, 1989).
Norwithstanding the popularity of simple
perceptions regarding the influence of social
pathologies, there remain a plethora of different
individual reasons that may rrigger the onset of
housing debt. So much so that where multiple
factors are involved it may be impossible even for
the person in debt to identify the one main factor
that has led o arrears and the onset of
indebtedness (Davis and Dhoage, 1993). A gulf
can be said to exist between populist perceptions
and explanations of the cause of housing debr and
the actualizd. The following secks to illustrate the

extent of this difference.

Perceived Causes of Housing Debt

For the purposes of this report, sixty families
experiencing housing debr were surveyed by
interview questionnaire in 1995, The objective of
this survey was to compile a hierarchical list of the
perceived causes ol each particular families’
indebredness. Perceived causes identified by this
survey were then compared to those identified in
1994 by an analysis of thirty Threshold housing
debt case files and thirty Money Advice and
Budgeting Service case files. In addition, local
authorities and mortgage lending institutions were
interviewed and asked to idencify whar they
perceived the causative variables for the onset of
housing debrt to be. The key objective was to
fllustratc [I'lc contrast betwt‘en ].'I'IE Caus:ari\-’t: Fﬂj:[l:l['ﬁ
perceived by indebred families and those perceived

by inscitutions,

{a) Houschold percepuons of the cause o

|1|||1~il11.1 LE('lli:

An important qualification on the survey sample
was that each of the sixty families included were

experiencing some form uf'rnuitiple debr and not
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solely housing debt, The effects of multiple debr
on family life were detailed by the Combart Poverty
Agency in the 1980s (Daly and Walsh, 1988),
however it is worth noting the extent of mulriple
debt reported in the 1990s, Figure 4.1 below
derails the extent of muldple debt among 478
families who had approached a Money Advice and
Budgeting Service in Dublin between January
1994 and April 1995. As can clearly be seen, the
majority of indebtedness was to credit institutions,
utility providers, credir unions, local authorities
and money-lenders, Berween them the 478 families
owed a toral over half a million pounds (IR£574,

093) to these creditors.

Threshold survey resules of the perceived
causes of household indebredness among sixty
families are presented in Table 4.1 overleaf.
Significantly low-income, unemployment,
dependent children and illness are perceived as the
primary causes of housing debr. Personal

addictions are M:cugrﬂso‘:v:i+ but to a much smaller

extent. Importantly, of the heads of houschold’s
who participated in the survey eighty per cent were
women. This figure can be taken to represent the
enduring strength of gender divisions over
responsibility for managing the household budger

in Irish society.

What indebred households perceived as causes
of housing debrt are further illustrated by evidence
fram both Threshold and M.A.B.S* case-work files
on the phenomenon (see Table 4.2), An
examination of individual case files allowed the
number and variation of factors identified as
directly causarive of client's housing debr to be
compiled. Significant differences emerged berween
the percentage levels of reported causes of housing
debr among the M.A.B.S. and Threshold case files
for 1994, These differences are attributable to the
distinct advice services offered by both
organisations. Money Advice and Budgering
Services are direcly rargered ar those communities

affected by low-incomes. Hence the high

Figure 4.1 The Extent of Multiple Debt Among 478 Dublin Families,
Jan. "94-Apr. 95
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Table 4.1 Perceived Causes of Housing Debt Among Indebted Households, 1995

Perceived Causes of Housing Debt Percentage

Multiple Debrs 100%

Low Income/Unemployment 93%

Dependent Children : 80%
E}E [lness 43%

Il Health 33%

Family Events 1 3%

Personal Addictions L0% N
_Bus_inf:ss Failure 7% |

Source: Threshold

Table 4.2 Tdentified Causes of Housing Debr Among Clients, 1994

Identified Causes of Housing Debt Threshold Case Files M.A.B.S Case Files
_Dcpendcnt Children (3% 80% B
Mariral Problems 23% 43%
Mulriple Debts 13% 100%
Business Failure 13% 7%
Low Income 10% 93%
Unemployment 10%, 3%
1l Health/Mental Tllness 7% 33%
Loan to pay outstanding arrears 7% 10% )
Personal Addiction o 3% 10%
Gambling 3% nfa
Bereavement 3% 10%
Incarceration 3% nia
Family Evenr (birchday, baptism, wedding,
ﬁﬁ—g_iaus occasions) nfa 3%
Legal Costs 3% nfa

Source: Threshold and M.AB.S

percentage incidence of low-income as a reported
cause among M.A.B.S case files. Threshold's advice
service, on the other hand, is user-driven and

provides a housing advice service to all members of

the public regardless of income, location or renure.
In many cases it is Threshold's experience that
having reccived housing debt advice many service

users will then proceed to handle their housing
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debt themselves and will only contact Threshold

again for clarification or additional informarion.

A composite factor, which acts as the trigger
for the onset of housing debt can be developed on
the basis of Tables 4.1 and 4.2. The type of debt
experienced is extremely variable and may range
from initial rent or mortgage default, through o
short, medium or long-term arrears, ultimarely
leading to repossession or eviction and the
possibility of homelessness. Although the above
evidence is not comprehensive or sophisticared
enough to illuminate the causative variables
determining what fype of housing debrt is
experienced, the case file details suggest the
following model scenario as a trigger for housing
debt. That is; a houschold, with any number of
dependent children, living on a low-income, with
over-extended credit leading to multiple debr,
whose adulr heads are experiencing marital
problems are more likely than others to be en route
to mortgage or rent default and arrears. Other
variables identified as routes into housing debt
include mental illness, ill health, unemployment
and business failure. These latter variables are
arguably more influential in extending the period
of housing indebredness once the original default
has occurred. In particular long-term
unemployment and/or ill health can have a
dramatic influence over a household’s ability to
manage the extent and duration of their default.

'[lﬂ Institutional perceptions ol Grise of

hnusinlg debi:

i@pon.ses to Threshold on behalf of both local
authorities and the mortgage lending instirutions

indicated significant differences in perceprion
between whar institutions accepr as valid causes of
housing debr and what survey respondents
considered to be causarive factors. Institutional

perceptions of housing debt were noticeably less

differentiated and more orthodox. They reflected a

belief that default and arrears are generally the
result of one single event or change in the

circumstances of households.

Threshold has found that the perceived reasons for

housing debr varies among mortgage lenders on
the basis of whether the lender was a bank ora
building society. However, as Table 4.3 shows,

there were a number of shared perceprions.

Overall mortgage lenders emphasised financial
mismanagement by borrowers as the pathway inta
housing debr. Borrower's financial
mismanagement was displayed through
inconsistent and irregular repayments and was
considered to be associated with an ‘inability or
unwillingness to cope’. Marital breakdown was
considered a major cause of housing debt, and
unemployment was perceived as the third most

likely cause of housing debr.

Significantly these findings concur with the

only previous Irish research undertaken in this area

during the fate 19805 and early 19905 (see

Murphy, L. 1994). Murphy (1994) held interviews

with the senior managers of eight of the largest
building societies operating in Ireland in 1987 to

ascertain what they regarded as the main causes of

lL Table 4.3 Mortgage Lender's Perceprion of the Main Causes of Housing Debr, 1994
| -

1. Financial Mismanagement on the part of the borrower

| _'2. Marital Breakdown

- 3. Unemployment

Source: Threshold
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arrears and housing debr., At that time these
societies accounted for 99 per cent of the assets of
the movement as a whole. Murphy's (1994)
findings, presented in Table 4.4, augment
Threshold’s and indeed are supported by other
international research findings (see, for example,
BSA, 1985: 39). Significantly, the identification of
specifically ‘Irish diseases’ by the building societies
highlights their strong perception of arrears as a

pathological problem (Murphy, L. 1994: 188).

Despite the identification by both Threshold
and Murphy (1994) of unemployment as an
ﬂCCEPted cause U‘r dUI:HLI.lt ﬂnd darrears, m(]r[gagt‘
lenders are nevertheless generally unaware of the
number of their borrowers in receipr of Mortgage
Interest Supplement (MIS) under the
supplementary welfare allowance (SWA) scheme,
Threshold's 1994 survey results revealed thar of the
total 450,000 mortgages held by banks and
building societies only eighteen cases of MI1S had
been specifically identified by lending institutions.
Although mortgage interest supplement payments
have grown in extent from £0.9 million in 1989 to
£9.7 million in 1995, lenders remain generally
ignorant of the number of their borrowers in
receipt of this welfare benefit. This rather alarming
finding holds significant implications for the
nature of arrears management practised by
morigage lenders and the ability of borrowers to
meet the forbearance agreements entered into with
the lender, a point which will be discussed further

in section 3, Details of the number of MIS cases

and their average cost for each health board area

are given in Table 4.5.

The lack of awareness of borrowers in receipt
of MIS may be explained by the Department of
Sacial Welfare practice of not formally informing
the lender when a borrower becomes a recipient of
MIS upon unemployment. However it may also
reflect lending institutions’ perception of
unemployment as a minor cause of arrears. This
assertion concurs with Murphy, L. (1994) who
found that among the smaller societies in
particular, unemployment was regarded as a minor
Cause Gi-Hfi'CH.rb'.

Imporrantly none of the mortgage lenders
surveyed perceived the number of dependent
children and the related occurrence of family
events as a causative factor leading to either default
or arrears on mortgage repayments. This finding is
of particular concern when the costs of child
rearing to the household budger are considered.
Research has demonstrared thar many low income
families feel they have no oprion bur to resort 10
borrowing money in order to pay for costs
associated with their children (see Shanks,
forthcoming). These costs range from expendirures
on the basic necessities such as L‘l(}rhing, foorwear
and food o include additional expenditures on
educational needs and religious ‘rites of passage’
i.e. communion and confirmation (Daly and
Walsh, 1988). In conclusion, such attitudes are
significant since the societies’ perceptions of the
main causes of arrears affects their artitudes

rowards defaulters (Ford, 1988).

Table 4.4; Main Causes of Arrears [dentified by Building Socieries, 1987

1. Marital Breakdown

2. Unemployment

4. 'Irish diseases’ (drink, gambling erc.)

3. Financial Mismanagement on the part of the borrower

Source: Murphy, L. 1994 (Note: Interviewees declined to indicate the relative importance of the above causes of arrears)
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Table 4.5 SWA Mortgage Interest Supplement: Number of cases and average expenditure
per case for all Health Boards, 1994 — 1996,
1994 1995 1996
Health Board No. Cases Average No, Cases Average No. Cases Average
Expenditure/ Expenditure/ | (Aug. 1996) | Expen/Casef
Case, £ Case, £ Estimared

Eastern 7.850 617.3 7,762 690.5 6,676 830.4
Midland 365 534.2 398 577.8 342 647.4
Mid-Western 1,010 4732 985 527.9 772 539.3
North-Eastern 1,254 618 1,329 634.6 1,178 729.9
North-Western 365 534.2 398 1,407 nfa nla
South-Eastern 1,054 484.8 1,048 534.3 4,111 595.8
Southern 2,076 570.3 1,968 406.5 956 459.5
Western 1,549 542.9 1.4445 595.1 1,276 696

Source: Department of Social Welfare, SWA Section.

Summary

Changing economic conditions affecting housing
markets and consumer and mortgage credit ensures
the causes of housing debr vary both temporally
and spatially. Despite the paucity of Irish research
in this area, British and other European work has
successfully identified a diversity of causes for
mortgage default and arrears. However a single
overall determinant remains difficult to idenrify
and agree upon. Yet despite regional and national
variations general observations regarding the causes

of housing debr have been made,
Different perceptions of both housing debt

and its causes remains important to explanations of
how lending institutions and individuals react 1o
debt. Threshold's research illustrates that

significant differences exist berween the perceived
causes of different actors and groups. Analysis of
case-files highlighted the heterogeneity of factors

identified as causarive by families experiencing
default. A composite factor acting as a trigger for
the onset of default was developed from research
enquires. The household en rowre ro defaulr
typically display one or all of the following: (a) a
number of dependent children (b) low-income (¢}
over-extended credit leading to multiple debt (d)

family/marital problems.

In contrast Threshold rescarch has shown
lending institutions continue to hold a more
limited and fixed perceprion of the causes of
default and housing debt. Mariral breakdown and
unemplayment figure as perceived causes, while
the number of dependent children or child-related
expenditures do not. Financial mismanagement on
behalf of the borrower is a strong component of
lender’s perceptions. However lending institutions
continue to regard financial mismanagement as the

result of social pathologies, such as the so-called
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‘Irish diseases’ of drink and gambling etc. Such

artirudes are significant as perceptions of the causes

of housing debt affects lending institurions’

attitudes towards defaulters.

Recommendations

Arrears managers in banks, building societies
and local authorities should recognise thar no
one overall dominate cause of housing debr,
reliable and valid over time, can be identified
in Irish society. Irish arrears managers should
learn from other European experience that
housing debrt is multi-causative and complex
i.c. related to income, employment, health and

stage-in-life-cycle.

To ensure murually workable and successful
solutions are proposed to deal with housing
debt, the causes of housing debr should be
viewed from the individual borrower's
perspective as much as from the institutional

perspective of financial loss and bad debt.

Societal perception of debt and its causes

remain important due to the influence they

hold over attitudes towards defaulters. The
perception of debt being caused by financial
mismanagement due to the so-called social
pathology (i.e. ‘Irish diseases’) of particular
borrowers and social groups should be no

longer acceptable.

The exact cause of debr should be fully
established by agreement berween lender and
borrower. Borrowers should not be caregorised
as good or bad debtors simply based upon

some so-called social pathology.

A research programme into the causes of
housing debr for different categories of
borrowers should now be established by
government on the basis of Threshold findings
that the houschold en ronre to default typically
display one or all of the following (i) a number
of dependent children (i1} low-income (iii)
over-extended credit leading to muluple debt
(iv) family/marital problems. The current
routeways into housing debt for all categories
of borrowers must be identified so that
preventative policies and practices can be

developed and implemented.
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DEALING WITH DEBT:
INSTITUTIONAL MORTGAGE ARREARS
MANAGEMENT AND PRIVATE SOLUTIONS

Introduction

TRATEGIES TO MANAGE arrears adopred
by mortgage lenders and private individuals

are among the primary influences over the possible
resolution of housing debr. Accordingly, the
forbearance procedures for mortgage default and
arrears conducted by building sacieties and banks
can be analysed on the basis of their flexibility and
number, As argued elsewhere, cach case of housing
debr can be considered unique in the sum of its
detail and cause. Therefore lenders” arrears
managemenr strategies should be sophisticated and
flexible enough to respond adequately to all cases
of housing debt while also contriburing positively
to their resolution. However, despite an increasing
awareness of the effects of consumer debt among
lending institutions, this principle has yet to be
fully incorporated into forbearance procedures

practised by the majority of lenders.

An individual’s private response to mortgage
default is perhaps equally important to the final
resolution of debr as lenders” arrears management
strategies, Unlike many other difficulties
households may have to deal with ar various stages
of the domestic cycle, mortgage default is a
problem that is not anly of direct concern to the
household itself but also to an outside parry,
namely the lender (Davis and Dhooge, 1993: 65).
However aware of this most borrowers are, they
will generally seek to pur off contact with the
lender for as long as possible and attempt to resolve
the default by their own means. Threshold's 1994
research findings, confirmed by the Money Advice

and Budgeting Services (M.A.B.S), illustrated the

rarity of an oceasion when a borrower contacts his

or her creditor pre-debr. M.A.B.S reported thar it
was commonplace for arrears to be escalaring out

of control before conracr is made by either party.

Private solutions developed and adopred by
the defaulting houschold are commonly based on
the amount of resources the household can
mobilise in as short a time as possible. Nevertheless

if private solutions are of limited success the

§ ‘ﬂ-fﬂrm{qr

borrower may still hesitate to face up to the o
f default is a

problem and contact the lender. Although proble that

traditionally the onus is very much on the is not ondy of

borrower to take the initiative and contact the e s e

lender (Doling et al 1985: 78), this pracrice is also the housihold
itself but alsa fo

i outside

changing as the more innovative lenders develop

systems of early contact with defaulting barrowers.

parly, namely
bp

The remainder of this sécrion examines the

the lender

nature of lenders’ established arrears management
procedures and presents the results of Threshold
enquires into contemporary changes in pracrice,
While secking to illustrate reasons why innovarion
in arrears management practice does and does not
occur, this section will also consider the effect of
management practices on mortgage default. In
addition rhe need for a code of best practice in
morrgage arrears management and the impact of
the Consumer Credit Act, 1995 will be discussed.
Finally this section concentrates on detailing the
strategies people adopt at a domestic level to deal
with arrears and how living with debt effects the

household’s overall quality of life.

Mortgage Arrears Management — established
procedures
During the period of building society expansion in

the 1980s a number of similar but limited practices
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used to identify and deal with arrears were adopted
on an industry -wide basis. Research highlighted
the inflexibility of these arrears management
practices and noted their innate conservatism
(Murphy, L. 1994). The rigorous application by
lenders of homogenous management practices
betrayed a lack of understanding and awareness of
the heterogencity of arrears cases, From interviews
with arrears managers Murphy, L. (1994: 189)
recorded the procedures adopred in a standard case
of an unresponsive horrawer as follows:
Payments are computerised. Two months
in arrears and an auromatic notice is senr
out. After three months a personal letter is
sent out. After that it depends on the
individual case. If the person doesn’t
respond after three months it’s into the
legal cycle. After six monrhs a civil bill is
issued. [We] go to court, the judge gives a
stay of execution for six to eight months
and after eighteen months we repossess the
house. That's if they don’t respond and
there are a lot who don't respond’

Murphy, L. (1994: 189) also confirmed that
building socicties responded to arrears by adopting
one of a small number of forbearance

arrangements, as set out in Table 5.1,

The restructuring of repayments was the main
mechanism used by lenders to deal with arrears.
This restructuring simply took the form of
increasing normal payments to include an extra

amount to clear the arrears. However the efficacy

of such forbearance arrangements depends upon
whether or not houscholds are capable of
maintaining their normal repayments and more.
Indeed the appropriateness of the level of
repayments requested must be questioned as in
many cases it is likely to lead to further default (see
Fard, 1985). Only in certain circumstances, such
as illness, were lenders prepared to place a
moratorium on repayments for one month. In the
case of a borrower being made redundant lenders
would occasionally freeze interest payments for one
or two months. However these forbearance
arrangements were entered into when it was clear
that only a temporary reduction in the borrower’s
income had occurred. It was considered
‘questionable’ whether established forbearance
arrangements offered any assistance to defaulting
houscholders likely to experience long-term
problems (Murphy, L. 1994: 189).

The extent to which lenders acrively
questioned the influence of their arrears
management practices on 4 borrower’s
indebtedness remained limited throughour this
period. Notwithstanding the establishment and
operarion of specialised arrears departments by a
small number of lenders', only rarely did
innovation of any consequence occur. The primary
function of the arrears departments was to conract
households in arrears and agree a forbearance
arrangement. All bur one of the lenders operating

such a department used written communication —

Table 5.1 Building Society Forbearance Arrangements

Primary Arrangement

1. Restructure repayments (normal payments plus extra amount to clear arrears)

Seconelary Arrangements (in special circumstances only)
2. Moratorium on repayments for one or two months
3. Freeze interest payments for a couple of months

Source: Murphy, L, (1994)

Irish Permanent, First National, Educational, Trish Civil Service and [rish Mutual huilding societies.
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often compurerised letrers — 1o communicate with
defaulting borrowers, despite the industry's
awareness that this manner of communicartion is
unlikely to attract the borrower into an early
response. Indeed as Ford (1988: 42) argues “...in
ar least a proportion of arrcars cases the early
management process is likely to exacerbate arrears
and so increase the chance of legal proceedings and
reduce the chance of the borrower remaining a

home owner”.

Furthermore, penalties for defaulr and arrears
imposed by the lenders can sometimes be quite
crippling and can increase people’s debt layer by
layer. In December 1992 the different policies on
fines between lenders became subject to

considerable media criticism when it emerged thar:

1. The First National building society did not
impose fines;

2. The EBS building society did so only after the
first year of uncleared arrears;

3. The ICS building society imposed a fine of
0.5% per month on whar was owed;

4, Irish Life imposed a 14% fine on amounts
outstanding;

3. The Irish Permanent imposed charges ar 3%
above the standard interest rate ar the time’
(Irish Press, 10/12/1992).

Another example of the impact of penalty
fines occurred during October 1994, when the
Dublin Circuit Court heard a motion for
possession against a couple who borrowed £8,200
from a building sociery in 1974 and still owed
more than £10,000 on their mortgage rwenty years
later, despite having paid back nearly £24,000. A
motion for possession was being sought against the
couple who, it was claimed, owed thirty three
monthly repayments of £102 plus penalties,
totalling £3,484 arrears. In their defence the court
heard that since taking out the mortgage the
couple had paid £23,638 in interest, penalties and

legal fees and rogether with the current arrears,
were still indebted to over £10,000. Toral
payments made, together with the amount
outstanding, came to £35,000, more than four

times the amount borrowed originally.

Mertgage Arrears Management — changes in

procedures

The carly 1990s heralded a period of consolidation
for Irish mortgage lenders who were witness ro the
growing problems of arrears and repossession in
the British marker. Whether or not this can be said
to have influenced decision-making, a number of
changes in arrears management began to occur. In
particular the management of arrears became

increasingly personalised.

The original “innovator” in the Irish building
socieries movement was one of the smaller
socieries; the Irish Civil Service (ICS). It's initiative
was 1o cease communicating by standard letrer and
instead to nominate a staff member responsible for
making personal contact with the defaulting
borrower either by telephone or by travelling to the
borrowers home ta meet them. Initially this policy
was part of a concerted attempr by the sociery o
restrict the incidence of arrears through the
operation of a strict administrative process. Ar the
time it’s Managing Director stated:

‘We're back 1o financial management, You

musen't forger that we are in competition for a

SCArCT resource.

We compere against the ESB bill, the drinks
bill, the car erc. We are concerned with
managing the process’

(quoted in Murphy, L. 1994: 190)

In 1993 the ICS innovated further when it
developed its own internal mortgage counselling
service for borrowers with arrears. As a measure of
its efforts it halted all courr proceedings against
borrowers with arrears and instructed newly

trained staff to meer with borrowers in order to

Leading to a fine imposed at 17% per annum (Dec, 1992 interest rate of 14% + 3%)
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find some form of resolution apart from the court
process’, Threshold enquires found that the society
considered borrower response to this initiative as
‘excellent’. In parallel many borrowers were said to
be very pleased with the service provided. The
purpose of this management innovarion was to
idenrify the ‘real’ cause of arrears as perceived by
the borrower. This was to be achieved by personal
contact of an empathetic and non-threatening
nature by the lenders’ representative. The final
objective was to then establish a forbearance
agreement that could, and would, be met by the
borrower and that also satisfied the lender. The
success of forbearance arrangements in controlling
arrears rested partly on the use of direct debits

from rthe borrower’s account.

Not all court cases were averted. In 1993
having reduced the number of cases it brought to
court, the [CS also succeeded in obtaining a higher
percentage of possession orders in those court cases
it pursued in full. Upon the borrowers appearance
in court whether or not he or she had availed of
the lenders’ mortgage counselling service was
disclosed to the judge. However none of the
information received by the mortgage counsellors
could be disclosed withour agreement, This feature
of the management initiative was thought ta bring
a cerrain degree of privacy and confidentiality to

the proceedings,

The success of this arrears management
innovation encouraged other smaller societies® 1o
adopt similar policies. However in pursuing a
limited or no-change policy the remaining larger
mortgage lenders may in effect be contributing to

the problems of individual borrowers in default.

Mortgage Arrears Management — explaining

changes

In response to Threshold enquiries mortgage

lenders indicated an increasing awareness of

consumer debt and debr management issues. In
particular the smaller societies demonstrated a
growing attempt to resolve housing debt through
better communication and working in partnership
with borrowers. However the arrears management
procedures of the largest societies, and in particular
their forbearance arrangements, are characrerised
by an innate conservatism. An explanation for
these apparent differences can be found when the
market position and asset base of different societies
is considered. Table 5.2 derails the current roral

assets of seven Irish building societies.

The smaller societies focus their lending on
the middle to upper end of the market (Murphy,
L. 1990). Constrained by smaller mortgage
PU[[FUHOS Ll-lLr}" dare more (_'Drlct'rm:d erh nlﬂﬂaging
the arrears process and are more likely to adopt
management practices capable of minimising
arrears as a percentage of total assets. In contrast
the market dominance of the larger societies means
tl‘l'&l Arrears TCP[I:S['D[ Un])' a 5mﬂ|l PE[CEntﬂgE Qf-
their toral assets. In this context the larger societies
are under less pressure to develop innovative
responses to the problems of default. In other
words, the market position of the larger societies
helps promote conservative and non-innovative
dArrears managcmf:rlr Srmtﬂgit’s. Gi\"{.’n [hﬂt PI—ESEHK
arrears do not pose a threat to the financial stability
of larger societies they are under little pressure to

change their practices.

Another explanation arises from the economic
criteria upon which mortgage lenders operate.
These eriteria ensure that a lender’s response to
arrears is set within the framework of minimising
the administrative cost of dealing with arrears and
minimising losses through bad debts. Given that
the biggest building societies have the largest
mortgage portfolios, based partly on a strategy of
advancing funds to the lower end of the market

where arrears are more likely to occur, the

Evidence from the Dublin Circuir Court cause books tor 1993 confirms that the 1CS did halr all courr proceedings

Norwich Lrish bullding sociery and Irish Mutual building society
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Table 5.2 Total Assets of Building Societies at 31/12/1996, IR£ million
Building Society Branch and Agency Netwark, Total Assets at 31/12/1996
Number of Offices IRE million
{Republic of Ireland)
[rish Permanent Ple 184 4,939
First National 174 3,015
Educational Building Society 160 2,060
Irish Civil Service 25 1,248
[rish Nationwide 140 1,094
Irish Life Homeloans Ltd n/a 499
Norwich Irish 53 126.5
({TJ
W ArTears
Source: IMSA, 199
nanagement

practices of

administrative cost of personalised arrears Mortgage Arrears Management — maintaining nIorigage
management can be considered prohibitive. change
- s e display
Moﬂgﬂgﬂ ll‘."l‘ldfl’s are :IISU hnan'c'aj InStlIUt]uns | h[ LCAsg I'._lf i L(i'kh.' (¥) ) ]‘l.'h.[i\-. ill ”I”r!!.{i[!_:l.‘ mﬂihi’dfrfﬂf?

and are therefore obliged to ensure the security of

their investment by minimising their losses and

ArTEars EI'I;II'1-I‘,'.L‘I'|EI_'1.I|.'

tendencies and

femters often
|

| e . . The arrears management practices of mortgage can obtatn
maximising their returns, Banks are public ; _ 4 .
N L lenders often display contradicrory tendencies and contradictory
institutions thar must pay dividends o there AT

sharcholders. This implies thar these instirutions
need to make a larger profit than a similar sized
mortgage lender that does not have shareholders,
Building societies are generally owned by their
members and are not obligated to pay dividends
and thercby should be satisfied with a lower profit
margin than the banks. However, there has been
significant evidence that building society profir
margins are far in excess of what is required to
fund future growth (REA Mortgage Services,
quoted in Irish Times, 27/06/1997). In addition
ssome building societies are actually owned by
public companies such as banks (e.g. ICS is owned
by Bank of Ireland) and are required to contribute
higher profits that are in turn paid to shareholders,
Therefore, in short, as mortgage lender’s needs do
‘not necessarily coincide with the borrower's, rhe
response of lenders to arrears may undermine the

security of tenure enjoyed by owner-occupiers

(Murphy, L. 1994).

can obtain contradicrory results. In seeking ro
resolve the incidence and extent of default,
traditional forbearance arrangements can actually
ensure further defaulr by restructuring repayments
to a level unaffordable to the borrower. Traditional
forbearance arrangements also imply that lenders
consider borrowers should respond to default only
in cerrain ways. A result of this implication is that
lenders often conflate an inability to pay with an
unwillingness to pay. More often than not this
supposed unwillingness to pay is understood by
lenders as a manifestation of some social pathology
(see section 4). This position can further colour
lenders’ perspecrives and conditions the manner in
which they respond and trear defaulters. IF, in the
final analysis, lenders regard arrears primarily as the
product of forces beyond their control, for example
due to the changing economic circumstances of
their borrowers, or the result of so-called deviant

behaviour, this can also encourage lenders o rely
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on rraditional management techniques and
dissuades them from innovation. However, a
consequence may be increased insecurity for
marginal home-owners which in turn may
negatively affect the regard in which the renure is
held.

Murphy, D. (1993: 64) concluded that:

"... due to the diversity of attitudes, available

H'Cr\'i\'l_"}. I‘Lmrl'dg'\‘m;‘nr H'_'L'['Il'llql.ll!.‘i .Illd

knowledge of social welfare enticdlements

berween lenders it would seem that some sorr

of general practice between all lenders s

necessary in order 1o ensure uniformity of

ITr.lLtlli.'L' .

General practice can be formalised into a code
of practice to operate on the same basis as thar of
the UK’s Council of Mortgage Lenders and act as a
required minimum standard for the industry.
Public information on the code of practice can
enhance the standing of those institutions who
meet the standards set and can also act as a barrier
to collective criticism of the industry when a lender
is considered to have acted inappropriately, The
possible derails of such a code of arrears
management practice were identified by Murphy,
D. (1993) as follows:

®  All borrowers are treated equally, fairly and
sympathetically,

®  The lender should provide a variety of
forbearance oprions and the borrower should

be aware of these in advance of default.

®  Methods of communication and conract should
be improved with all lenders making equal
efforts to personalise their arrears management.

®  Arrcars managers and staff should be fully
conversant with current social welfare practice
and housing enritlements and should also be

trained in debr cnunse“ing,

® Lenders should desist from charging fines and
penalties on arrears where forbearance
agreements will prove difficult for the

borrower ro meer.

Lenders should only pursue a court case in full
after they have demonstrated all efforts to

agree forbearance arrangements have failed.

Arguably one of the most pressing derails of
any code is the lender’s knowledge of unemployed
borrowers’ social welfare entitlements in relation to
home-ownership. Indeed as Fitzgerald (1989: 4)
has highlighted, significant difficulties and
frustration become easily attached o debe
counselling when arrears are higher than they
would be if both lender and borrower were aware
of state welfare payments covering mortgage

interest payments,

Ti'lf case E]l' d C(Jde ‘.')F Pracrice F(U' arrears
mﬂnagemenl has gcnerﬂlly been élCCf_'p'[Ed as Valid
by the mortgage finance industry for a number of
years, but not withour qualificarion. The
impracticality of imposing a self-regularing code
upon the myriad managemenr practices operated
across the industry, togerher with the difficulty in
measuring the success, or otherwise, of one
atrribute of a particular customer service were
reasons regularly given for the historic absence of
such a code. However, recent changes in consumer
legislation have radically altered the relationship
between lender and borrower and as a consequence
the development and implementation of a code of
practice by the mortgage finance industry has re-

surfaced on lender's policy agenda.

Arguments supporting the process of establishing
and developing a code of practice for arrears
management in particular have been strengthened
as a result of the arrival of the Consumer Credit
Acr, 1995. The main purpose of the Act, which
came into operation on 13th May 1996, is to
implement the terms of the 1986 European Union
Consumer Credit Directive. The Act thereby

covers all consumer credit agreements, hire
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purchase and consumer hire agreements, and,

® The costs of'icgal investigation of title must be
. . . e .
importantly, housing loans (i.e. mortgages)”. e
In relation to credit and consumer ®  The lender must make mortgage protection
intermediaries” the Act stipulates that such persons insurance available to borrowers, but
must hold a Letter of Authorisation or borrowers are free to arrange their own
Appointment from the persons or institutions for insurance.
which they act, and must also apply to the Director ® . A iistigige Jeiider ok dhietmediaycan not
of Consumer Affairs for annual aurhorisation. In 55 ;
make the provision of a housing loan
other words an aucrioneer operating in the e :
conditional on the borrower purchasing other
financial services marker as a mortgage N ) . - .
) services such as conveyancing or auctioneering,
intcrrnediary must have a letter of appointment
' s ¥ - -
fom:sach Yender with whichidhey deal ity A number of *health” warnings, relating ro .
Professional Indemniry Insurance Cover and hold Bbatins oo methce arcan_ely call the -::n‘ncepr w
a current T'ax Clearance Certificate which has to be ‘::s.vear er_npmr + are required m-be B ueng
Giavided v the Disosion of Comsuing AR informartion documents, advertisements etc.
. For example “WARNING. YOUR HOME IS
However, more pertinent to the issue of a code AT RISK IE YOU DO NOT KEEP UP
of practice are the Act’s provisions in relation to PAYMENTS ON A MORTGAGE OR ANY
mortgage loans for housing, and its defined OTHER LOAN SECURED ON IT"
procedures regarding an inrermediaries’ conract
! ® Regulations may be made requiring the
with customers. )
) _ disclosure of commissions, fees etc., p:]id to
For borrowers the main fearures of the Act any pesson in respect of endowment loans:
relating to housing loans are:
® [nformaton documents in relation to
® The prohibition of redemption fees except in endowment mortgages must contain the
the case of certain types of fixed rare loans. following warning: “WARNING. THERE IS
Borrowers must be informed where such fees NO GUARANTEE THAT THE
apply. PROCEEDS OF THE INSURANCE
® The Act contains rules concerning the POLICY WILL BE SUFFICIENT TO
calculation of APR for hﬂusing loans. In REPAY THE LOAN IN FULL WHEN IT
particular there are special provisions in BECOMES DUE FOR REPAYMENT™, In
relation to the calculation of APR. where the relation to variable rate mortgages the warning
rate is fixed for an initial period only. must be “THE PAYMENT RATES ON
L BUITUW’EI'S must bE inﬁ::rmed ﬂbﬂut FH[S E OF HOUS]NG LOAN MAY
z ; i i BE ADJUSTED BY THE LENDER FROM
requlrements mnccrnlng the nsurance Ui' TJ'IE
TIME TO TIME”
mortgaged property. The borrower can choose
bite i hee e inkisineeand sannar ke ® Penalty charges for arrears erc. must be
required to pay a fee to the lender if he or she disclosed in information documents,
does nort select the lender’s own insurance. application forms, erc.
Y Crediv umons are excluded as are cermin loans by uolity companies, loans with no interest charges, loans repaid by a
single instalment and preferental race loans (e.g. staff loans),
U Intermediaries are persons other than credit institutions or mortgage lenders who arrange or offer to arrange the
pmuisim[ of credit or hire or the provision of h'-'u-”“l-t loans (mortgages)

Annual ]’L'm:m;lgc Rate r}l'-'i._h;tr!;n:
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In addition to the above, very specific
regulations have been established by the Act
governing contact between mortgages
intermediaries and consumers. In brief, written
consent must be given by the consumer for any
contact at home (via telephone calls/visits) ourside
the hours of 9.00 a.m. t0 9.00 p.m. Monday 1o
Saturday inclusive. Also specific written consent
must be given before an intermediary may contact
a consumer at his or her workplace or indeed

contact his or her employer.

The overall monitoring and enforcement of
these regulations is the responsibility of the
Director of Consumer Affairs. Disappointingly,
there remains a dearth of public information
detailing the new consumer rights provided under
the Act. Interim findings by the current Credir and
Debt Policy Group research programme confirm
that a great majority of people who find themselves
in difficulties over consumer credit repayments
have no comprehension of the protections the Act
offers them (Shanks, forthcoming). Therefore the
initial success of the Act in establishing a regulatory
framework for the provision of consumer credit is
mirigated against by the serious lack of public
information and understanding of the Act's

provisions.

Arguably whether lenders are prepared to
develop a code of practice is determined, in all
probability, by two factors; the costs involved in
establishing and regulating an innovative and
progressive system of arrears management and the
competitive advantage that might accrue to
participants over lenders not operating or
participating in such a code. Currently the clearing
banks have no industry-wide model or code of
good practice in relation to the management of

mortgage arrears, and argue that their low

incidence of arrears and repossession does not
warrant such a code”,

In contrast, the Consumer Credir Act does
appear to have made a significant influence on
building societies. Despite their reservations abour
the restrictions placed on contacting borrowers, the
Act’s regulations, enforceable since May 1996, are
currently regarded by building societies as a de ficto
code of practice. Although the majority of building
societies provide borrowers with a leaflet or
brochure detailing socicties' practices in dealing with
mortgage arrears, only one building sociery could
point to an official code of practice which simply
documented the arrears management practices thar
had developed since its foundation”. By the end of
1996 there was still no sociery-wide code of practice
on arrears management in place. Nevertheless by
March 1997 this situation had changed.

Beginning in October 1996 the IMSA
compiled a draft code of pracrice for arrears
management which its members were to agree to
use as a guide in dealing with borrowers
experiencing difficulty in meeting their mortgage

repayments. As the IMSA concur

there is merit it 2 common approach and [we
are of the opinion thar providing horrowers
with information and supporr will assist them in
assessing their own situation and weighing up

the oprons which are open o them'

(e Threshald v privaze cory 1'_-|.'Jfr.u|_".: see, Oty 15090

By March 1997 the final wording had been
agreed between IMSA members and the code of
practice adopred (for details see Appendix B).
Despite a lack of detail as o how the IMSA
intends to monitor the implementation of the code

of practice and the fact that the code has yer to be

The cearing falso known ag rewil) banks arer AIB, Bank of lreland, National trish Bank, Ulster Bank and Tristee
Savings Bank, This point of argument wrose from privare correspondence

Since 1992 the EBS has developed an official code of practice highligheing the importince the sociery plices on
personal contacr with borrowers, Advaneages accruing to the sociery have included the usefulness of a code ax parr of
mduation training for new swaft o e Colléedons Team and as 2 mechanim to ensute the standard of service and
[ IIL:II'-L'”iIl':L Pros ided o b IWETs,
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made freely available to borrowers, its adoption by
the building societies is valuable. Further progress
was made in the regulatory framework for the
provision of housing loans in May 1997 when the
Minister for Enterprise and Employment signed
into law regulations to extend the Consumer
Credit Act to housing loans advanced by local
authorities. These regulations, outlined in
Appendix C, come into operation on the first day
of Seprember, 1997.

These developments aside, it remains the case
that apart from the declaration of penalty charges
etc. in relation to arrears under the Consumer
Credit Act, the mortgage finance industry has faced
no obligation to adoprt innovative arrears
management practices. Ultimately the only
successful stimulus to innovate may arise from the
marker itself, either through consumer demands, the
potential for market expansion through re-financing
and greater compertitiveness or, less desirably, due to
the incidence of arrears posing a threat to the overall
financial stability of lenders. If future economic
changes were to deliver the latter scenario, lenders
may yet rue their decision to date o neglect the

maxim that prevention is better than cure.

Arrears Management — private solutions

There exist a number of strategies or actions
adopted by borrowers o deal with arrears. Ar the
domestic level, causes, reactions and serategies are
so intertwined that people will normally pursue a
number of different actions simultaneously. For a
grear majority of households, whatever the initial
cause, being in arrears is the result of inadequate
income compared to past or present expenditure,
Therefore upon the onset of arrears, households
adopt strategies aimed at trying to balance the two
again. Only where arrears are not compounded by
other debts does this strategy tend to work, but
usually only after a considerable period of time. If a
household has high levels of debr at the beginning
of arrears this strategy cannot offer a long-term

solution. Households in such a position face a

decision to accept indebredness as part of everyday
life and try to delay the day of reckoning as long as
possible, or to recognise the siruation as not
sustainable and take definite steps to get aut of it.
The following are recognised strategies that can be
adopted by private houscholds in arrears (see Davis
and Dhaulge. 1993).

It goes without saying that the extent to which
individuals will reduce their standard of living
varies both between households and wirhin
households. However, even if people are prepared
to make drastic cutbacks there is usually a

minimum level which they will resist ‘falling

below’. This is especially the case in relation to
children. A strong feeling exists that children

should not suffer the consequences of default and

[ 8
For a great
majority of

households,

must be provided for in all circumstances. It is whatever the

important to note however that implementing initial cause,

reductions in the standard of living is a strategy being in arrears

is the result o
employed by households to prevenr arrears fram of

arising in the first place. Theretore upon default, i

g TRCON
spending trends may have been reduced o a level
. compared o
below which people are not prepared to go.
Pd_ﬂ nrprr:jcu.!
cxapendi-

1 | URWIIZ Ol TesOurces fitre, 27

The term *household resources’ refers to financial
resources as well as the skills various members of
the household can sell on the labour marker.
Usually only a minority of people in arrears can
draw upon savings, financial investments or other
assets to increase the household’s income
sufficiently to stay out of default and arrears. For
the majority, any savings etc. are quickly used up
to maintain as many repayments as possible.
Selling an asset, such as the family car, also only
has a short-term impact. The possibility of taking a
lodger or renting a room is usually considered by
the borrower but generally nor always favoured by
the lender, and may itself be in breach of terms of

the mortgage contract.
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The main way to increase household income is
paid work. However if arrears are the consequence
of unemployment, attempting to find new work
will be difficult. In addition many people may be
experiencing arrears as a result of an already weal
relationship with the labour marker deteriorating
further, Therefore gainful employment capable of
raising houschold income above the threshold
needed to stave off arrears may prove impossible to

attain.

Financial help dealing with arrears has two major
sources ourside the home, The first is informal,
involving help from relatives and friends, however
not every household has this option. Additionally
the provision of such assistance usually conrains
serious implications for those involved, The
spectrum of family relationships and friendships
can casily be badly disrupted by housing debr. This
is particularly the case when help is requested but
not forthcoming for whatever reason, or is offered

and then withdrawn after a period of rime.

The second source is more formal and involves
either the use of overdraft facilities or taking out a
new loan, usually secured against the mortgaged
property, in order to halt initial defaulr and arrears.
The easy availability of credit to owner occupiers is
often regarded as the primary reason why this
strategy is used. However such credit is not cheap
and the consequence of borrowing further o pay
off debr is usually disastrous, resulting in the
houschold sliding further into arrears with maore

than one lender.

Reliance upon state benefits to help clear arrears

and maintain any forbearance arrangements

entered into is no guarantee that housing debt will
be relieved, State benefits may help reduce anxiery
about being in arrears or even help provide a
breathing space. However many household find
that benefits only provide a minimum subsistence
income and fall short of the every-day expenses of
owner-occupation. Reliance on benefits may also
produce a situation where the householder’s
flexibility is restricted and their ability to engage
the labour-marker becomes eroded due to being

caught in an ‘unemployment trap™”

There are a number of agencies where professional
advice in dealing with housing debt may be
sought'’. Regularly it is only after the various
private solutions available to peaple have proved ro
be ineffective that they approach such agencies.
Agencies can provide advice and support to people
in serious arrears. They may be successtul in
assisting people find betrer borrowing terms or in
liaison with lenders on their behalf. This service is
especially important when a borrower feels
intimidated, unable to cope or otherwise relucrant
to approach his or her lender. Importantly advice
services also focus on budget management and
debrt counselling and can assist in retrieving what
might otherwise be regarded by the borrower as a

lost cause.

Living with Debt — the experience of default

The everyday experience of default will vary
considerably from case to case for a host of reasons,
Primarily a borrower’s or houschold’s capaciry 1o
manage default will determine their experience of
it. Defaulters who succeed in changing their
expenditure levels and increasing household

income through employment are best placed to

|_'|u,|||;1.':1y1|1._'n: ETApS Arise when the net income of & home owner in low “Wipe L'm|\|m'|m'|;-r is less, or onlv maremnally
t E

:_._',J".'-'l[i"_. than the income receiv '-.'lI ||lr||l|LL'_|| ".]-.ial! \-\'L“.II'L' 1}.!_\'11]i'||h ].liL ||.IJ! i‘\ |.|'|I'Ill'liL'li.' \'.-ll.‘.'ll rlh' il;.'-l.l'[;'l'l\_';_‘ |\|_|\\'i_'l.'|.

incame from welfare benefits and ner income from ava

able employment is minimal.

Money Advice and Budgeting Service (MCA.B.S), Threshold, Finangial Information Services Centre (F.1.8,0)
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survive the psychological and physical effects of
indebtedness. However; perhaps the dominant
influence over the experience of default is the
lender's reaction to the borrower. The traditional
forbearance arrangements of lenders are limired
and inflexible at the same time as their influence
over the type of borrower accepred as reliable and

trustworthy during default remains crucial.

On the basis of their lenders attitude to them,
borrowers” initial experience of default can be to
consider it as manageable. Borrowers may find
lenders unperturbed by the initial default of a few
paymenrs. While borrowers may regard this
practice as helpful, such tolerance on behalf of the
lender can easily allow the size of the problem to
grow (Ford, 1988b). This is particularly true when
the mortgage arrears of a houschold represents just
part of an increasing debr problem (see Daly and
Walsh, 1988). If, and when, the lender becomes
aware of the extent of further debts, a change in
attitude towards the borrower can result. Such a
change in attitude compounds the effects mulriple
debts have on borrower’s physical and mental
health, Previously a borrower may have felt ‘safe
against the world’ on the basis of being
comfortably and securely housed. However as
arrears and defaule persist and lender’s actions
become more aggressive, the threat of possession
and homelessness can lead to an overwhelming
sense of loss of control by the borrower. Increased
anxiety and stress can result in physical

manifestations such as illness or accidents.

Equally disturbing are the behavioural changes
which may occur as a result of indebtedness. For
many indebted households their residential
consumption patterns become predicated upon
disavowal. For example, the consequence of a court
case where the financial details of a borrower are
discussed publicly, can result in borrower
disavowal of the outside world and retreat into the
home. As indebred families and individuals

become increasingly wary of those sections of the

outside world they perceive as hostile to them,
community suspicion can contribute to their sense
of isolation. Indebred families that become
increasingly isolated and marginalised easily suffer
particuinr stereotyping, as Shanks (1996: 99)
argues ... the comprehension of generalised debr is
diminished, leaving room for development of
common-sense notions of indebred people as being
a certain fype of person — feckless, incapable,

dependent, a scrounger’.

Summary

The arrears management practices of lenders often
display contradictory tendencies and can obrain
contradictory results, Despite demonstrating an
increased awareness and understanding of
consumer and mortgage debt, the majority of
lenders' arrears management remains innately
conservative and non-innovative. Their
forbearance arrangements may also have the
undesired eftect of actually increasing the potential
for further default.

The small percentage arrears represent of
larger lenders’ toral assets helps explain the reliance
on conservative management practices. In contrast,
research evidence suggests smaller lenders are
adopting more innovative practices and
personalising their arrears management. Smaller
lenders are more concerned ro manage the exrent
and incidence of their arrears accounts in light of
their smaller mortgage portfolios. However their
strategy of lending to the upper and middle
sections of the markert help ensure that the

incidence of arrears remains relatively low,

The Consumer Credit Act 1995 is regarded by
the mortgage finance industry as a de facto code of
practice, This is encouraging as lenders may be
prepared to develop new arrears management
strategies on the basis of their statutory
responsibilities under this Act. Indeed, having
accepted the strong case for a code of practice in

mortgage arrears management in late 1996, the
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building society movement developed and formally
adopted such a code in March 1997, Their
commitment to the successful monitoring of this
code remains to be demonstrated. The clearing
banks, on the other hand, feel such a code remains
unwarranted. Arguably, only when the largest
lenders consider an increase in competitiveness or
market share may accrue them, or if some financial
incentives become available to them, might they be
prepared to incur the expense of establishing and
moniroring a code of practice for arrears
management. Changing macro-economic
conditions and the strength of consumer demands
via the market place also hold the potential to

initiate change,

Individuals react to debt in different ways and
a number of strategies are available to the borrower
secking a private solution ro default. Each of these
strategies to solve housing debt may be adopted
with varying degrees of success. In the long-term,
only a secured increase in the household or

borrower's own income can ensure a barrier against

furure defaulr.

Recommendations

®  The efficacy of any forbearance arrangement
entered into by a defaulting borrower must be
judged on the appropriateness of the level of
repayments requested. Levels of repayment
likely to lead to further default should not be

set by mortgage lenders.

® Forbearance agreements that do not offer
assistance to defaulting householders likely ro
experience long-term problems should be

eliminared.

® Forbearance agreements thar do nor erode the
tenure security of the borrower should be

dCVE[OpEd.

®  Lender's arrears management strategies should
be sophisticated and flexible enough to
respond adequately to all cases of housing debt
while also contributing positively to their

resolution. This principle should be fully

incorporated into mortgage lenders’

forbearance procedures.

A gap in public knowledge and understanding
of the exact details of the arrears management
practices, penalty rates, fines, levies etc.
operated by each bank, building society and
other mortgage provider currently exists in
Ireland, This gap should be filled through
government commissioned research and

publication.

A code of practice for the management of
arrears should be adopted by the lending
banks irrespective of the minimal threat to
bank proficability and assets that current

arrears represent.

The code of practice for the management of
arrears recently adopred by all IMSA members
should be published and made freely available

o ;l].l lJUITU\VCfS.

Industry wide codes of pracrice in relation to
all types of mortgage advice and the use of
intermediaries should be developed and
adopred by the mortgage finance institutions
an behalf of their customers. These codes of
practice should demonstrate the industry's
willingness to implement statutory regulations
for housing loans under the Consumer Credit
Act, 1995,

The Office of the Director of Consumer
Aftairs should regularly promote the housing
loan provisions of the Consumer Credir Act,
1995 among the public at large and also
strictly regulate mortgage lenders pracrices to

adhere o these provisions.

Public information on individual or private
Stmregics {0]’ th(f m:lnagcmtnt UFEI'I"E.';] rs :‘.nd
other housing debt should be made available

by government agencies.

State benefits to assist defaulting borrowers
(e.g. MIS) should be flexible and should not
restrict an individual’s ability to engage the

labour-marker.




Compulsory and Voluntary Possession

COMPULSORY AND
VOLUNTARY POSSESSION

Introduction

N IRISH SOCIETY, the repossession of private
homes in lieu of defaulted mortgage

repayments is a highly contentious action. Itis an
action that contains a host of potentially serious
negative effects on the borrower, the lending
institution and ultimately the markerplace, As a
process, repossession is popularly imbued with the
resonance of historic parallels to eras of tyrannical
evictions of impoverished Irish tenant farmers
during the seventeenth and eighteenth century, as
well as the desperate plight of those evicted from
d'lf r:lck—-rl:ntt‘(j enement slum.s UF [l'll: Hirl(‘.’tl_:ﬁ.'ﬂ[h
and early twentieth century city. Even in a society
increasingly defined by the character of
contemporary urbanism, a strong folklore memory
of repossession and eviction continues to exert an
influence over popular perceprions and arritudes.
So much so thar repossession of privare residenrial
property remains a highly emotive action almost
guaranteed to arrract adverse publicity and

commentary’.

Most lenders remain initially reluctant to
commence immediate court proceedings for all
mortgage arrears cases. | his reluctance to promptly
enter court proceedings is due to mortgage lender's
general experience of court cases as time-
consuming, expensive, and also capable of
artracting undesired, and sometimes negative,
media attention, For the borrower, a courr case
may end with the granting of a repossession order,
while simultaneously rendering him or her with

increased indebredness due to rhe cost of defending

a lost action. For the lender, court proceedings
sometimes result in unsatisfacrory judgements,
while at the same time damaging the lender’s
commercial profile and repuration in the

markerplace.

Norably not all repossession occurs via the
courts, Far less publicised is the acr of voluntary
possession, more commonly known as voluntary
surrender. Voluntary surrender, generally viewed
by lenders as the final acr of a wilful defaulter
(Murphy, L., 1994: 194), can also be regarded as a “J,N'nmbh-
PI'E—'EITIPtiVE ﬂ.thmPr b'r" [hf borrowcr o TECIU.CE hIS

not all

or her liability for the property that can remain repossession

even after the successtul defence of a court order, occirs via fhe

Arguably, the potential commercial damage of ce

repossession acts as a deterrent to many
institutional lenders. Indeed pursuing a policy of
possession orders for all defaulting borrowers can
ensure that a lender’s carefully crafted repuration
and image as a ‘caring’ ‘friendly” and ‘helpful’
institution becomes increasingly sullied. However,
the act of repossession can also contain far more
serious economic and political implications. The
most critical consequence for lending institutions is
the potential serious erosion of confidence by
consumers in the housing marketplace. In other
words, the disappearance of the ‘feel-good” factor.
The Stare on the other hand may be forced into an
expensive market intervention in order to calm
consumer worries about repossession, falling

property values and negative equity.

By way of example, the British housing market

dur ng the early 1990s, and parricul:lrly the

Consider the national media artention the Navonal Lrish bank repossession af the An Griandn Estate in Co, [Donegal

atrracted in 1996,
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markets of south-east England, witnessed the rapid
disappearance of the so-called ‘fecl-good’ factor
upon an upswing in the number of repossessions.
In 1990 British repossessions stood at 43,890
properties. By 1992 the figure had risen ro a peak
of 75,540 (CML, 1996). In addition, all categories
of mortgage arrears; short, medium and long-term,
rose significantly. The effect was to compound a
dramatic slowdown in the number of people taking
out mortgages on residential properties. A further
effect was a concomitant slump in house prices
which in turn exacerbated the spread of negative
equity throughout the renure, The British
Conservative administration, in conjunction with
the major lenders, attempred to halt the decline by
introducing a series of mortgage rescue schemes
and encouraging the re-financing of loans. Despite
the cost of this intervention the policy failed to
have any strategic impact upon the marker’s
direction, due, in the main, to restrictive eligibility
criteria. Currently the British housing marker is
demonstrating early signs of recovery and the rate
of repossession has fallen from its peak in 1991,
Yet the elusive ‘feel-good’ factor remains at large.
Certainly one of the more influential reasons
continuing to act as a deterrent is the fact that,
despite a drop in the extent of mortgage arrears
since 1995, the rate of repossessions remains
stubbornly high ar around its 1995 level of 25,000
properties (CML, 1996).

This section concentrates on two major aspects
of possession. Firstly, it describes the legal basis for
compulsory possession by modelling the various
stages of the legal process, and presenting a critique
of their cost-effectiveness and consequences.
Secondly, it examines the course and consequences
of voluntary possession and questions the effect
possession has upon borrower’s attitudes to home

ownership,

Mortgage Arrears, Compulsory Possession and

the Legal system

Possession remains the final recourse of 2 lender to
whom a borrower is in default. Proceeding on the
basis of "breach of contract’, the lender enacts the
function of the law courts to direct the borrower 1o
surrender whatever private assets are demanded by
the lender in lieu of equity borrowed. In judicial
terms therefore, housing debt can simply be
regarded as a marter of breach of conrracr,
However, unlike other cases of breach of contracr,
a unique feature of housing debr cases is thart the
borrower is most definitely in arrears of some kind.
Indeed this aspect of a courr case is rarely dispured
between parties, although derails of why default
occurred in the first place, and how arrears arose in
the second, are regularly issues of contention and

often hotly contested.

In Ireland the essential legal basis for
possession is found in the contract entered into
between the borrower and the lending institution.
This contract is known as the Mortgage Deed and
is similar to many other legal contracts in that it
contains the rights and duties by which both
parties are legally bound, The power to demand
possession is conferred upon the lending
institution by a particular clause of the mortgage
deed, nominally titled ‘powers of the sociery™.
Other powers are also conferred by this clause,
namely: the power to put and keep every building
comprised in the mortgage in good and tenantable
repair and condition without becoming liable for
any cost incurred; also the right to exercise the
powers of sale and appoint a receiver. However,
lender’s powers cannot be exercised until one or

more of the following conditions apply:

In this case the ttle ‘powers of the society’ refers wa morrgage held with a building society.
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1. Default: the borrower must default on all
capiral and interest repayments for a period as
agreed in the mortgage deed.

2. Breach of Covenant: this will occur if there has
been any breach by the borrower on his or her
part of the agreed covenant, or of some
provision of the rules of the mortgage, or of
some covenant by statute.

3. Bankruptey: i.c. if the borrower has entered
into bankruptey or any other similar
composition or arrangement with his or her
creditors generally, or (being a company) has
gone into liquidation whether voluntary or
compulsory.

4, Security Depreciated: i.e. if any actions of the
borrower result in any building on the
mortgaged property being pulled down,
removed or damaged so as to materially

depreciate the value of the mortgage security

5. Dealing with the Equity: if the borrower
assigns, lets or parts with the possession of the
mortgaged property or any part thereof

without the written consent of the Socicty.

Of these five possible reasons for the enactment
of any or all of the ‘powers’ held by the lending
institution, the most common cause of a
compulsory possession case is default on repayments
leading to the build-up of arrears.

Importantly, mortgage deeds contain small, but
sometimes significant differences, usually dependant
upon the conditions under which the mortgage was
agreed. In other words, the size, age, type and value
of the property together with the amount borrowed
and the income level required of the borrower(s) will
be influential in defining the final details of the
mortgage deed. Variation can occur in the amount

of time a defaulr is allowed 1o proceed before the

enactment of the lenders ‘powers’. Generally the
larger the amount borrowed, the shorter this time
period. The extent and number of penalties or

‘fines’ levied on arrears once they have occurred is

also variable in this regard.

Once default occurs and arrears have risen 1o the
maximum allowed level, the lending institution
will instigate the first stage of the legal process that
can ultimately lead to repossession’. In general six

stages in the process leading to possession can be

identified:

1. The Civil Bill.

2. The Notice of Motion.
The Hearing,

The Order for Possession.
The Execution Order.

The Repossession.

& M e

Possession cases are heard ar Circuit Court
level and the progress of a case from stage one
through to six above is modelled in Figure 6.1. A
more detailed description of this process is given in

Appendix C.

The Cost of Legal Proceedings for Possession

Legal proceedings involved in the recovery of
mortgage arrears and possession as outlined above
are subject to a high degree of eriticism in terms of
both the rime and costs involved (Threshold,
1995). The fact that court proceedings are heard in
public also gives rise to difficulties. For the
borrower, it may mean having to reveal, in open
court, details of their financial and personal affairs.

This is patently inappropriate, and undoubredly

Prior to such acoon however, standard arrears management for most ]u:ridillj_.‘, institurions will be ro n|i."\]\J5-.'|l dwarning

lerrer to the hormower notifving him or her thar they have missed one repayment. I no reply is torthcoming the

mortgage lender will atrempt to contact the borrower and invesugare the canse of default and arrears in order o re

NEEOTIAIE FEPayInents .lE.LI..‘L]II.'HL‘ [0 COVET arrears '.II'I\{ any [H:ll.Jll.iL‘.\ ‘|'|§'1||'|"['ll [see 'M"—'T'i“'” 5 for more Rli.‘[illl,l.
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Figure 6.1 How Mortgage Arrears can Escalate ro compulsory Possession

L Borrower misses one payment

" Failure to pay for second/third month | ¢

\_Wﬂming letter from bank/building su;::ietyir
)

Failure to pay/agree settlement |

|Furd1cr attempt by lender to make camact}

5y |
‘ = S A
\_ Failure to paylagree setrlement | "\i

Debt
Solicitor’s Letter }—D- cleared or
L settlement
Failure to pay/agree sertlement | o agreed
“ N /,-' ‘ ‘.
| STAGE 1 : Civil Bill 4
| Failure to pay/agree serclement | Y
Civil Bill entered into Cause Book. B __ |
Borrower given case number
| Failure to pav/agree sertlement ] Y

| Further attempt by lender to make contact I—

| “Fallure to paylagree scttlement B

[ Decision to conrest |~
-~ N

i Y
Y 1 STAGE 2 : ‘Notion of Motion’ |
Notice of Trial |
- Y L -—I-.A _  bill inc
| Adjournment l ‘ STAGE 3 : Court Hearing | b [ﬁLl':!TTCCT
> or arrears paid
) Y Y I
Application to "'l—‘ STAGE 4 : Order for Possession ‘ Case struck out ‘
Court for ‘Stay’
A | Y
. Stay No stay —‘ STAGE 5 : Execution Order K
| granted granted /‘f g ’mﬁu&d
¢ / M ﬁram A or sertlement
L —— agreed
| Stay ‘ / . Y
| exhausted [ Order lodged with County/City Sheriff ‘
] ! | Failure to pay/agree settlement
or sertlement
<efeed | STAGE 6 : Sheriff Repossesses Dwelling |

Source: Adapred from Seckamp, 1995,
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contributes to many borrowers not appearing in
court. It also creates difficulties for the lending
institutions who, sometimes unjustifiably, will
receive adverse publicity. Court proceedings tend
to be adversarial and confrontational, designed o
produce a ‘win-lose’ result. This serves to ensure
that the emphasis of the court hearing is on
conflict and legal technicalities rather than on
possible solutions. This in turn mitgates against
the murually satisfactory settlement of housing
debt cases (Threshold, 1995: 6).

Specifically, the use of adjournments by the
courts can lead to a worsening of the situation
for both borrowers and lenders. Adjournments
may occur due to the courts sympathetic atritude
to indebred householders and to allow them time
to resolve their difficulties. Yer while
adjournments can unquestionably provide
protection and some breathing space for
borrowers, it is not necessarily in their |ong—term
interest for the marter to be left unresolved. The
arrears generally remain outstanding and other
costs, in particular legal costs and penalties, are
added to them. Further costs may also be added,
for example the lending institution's
administrative costs, Another area of concern is
that as these costs are generally added ro
outstanding arrears, interest is cnmputed on the
whole amount. These proceduires are of vital
importance to the borrower as, even where a case
is adjourned, or no order of possession is

granted, the borrower remains liable for the legal

costs. In many cases, legal costs contribure
directly to the increased likelihood of further
default. The end result is commanly that,
although the lender has gained nothing, the
indebtedness of the householder has been

inereased.

Two tvpes of legal costs are incurred when a
lender brings 4 MIOTTEAge AITEArs Case against a
borrower. These are the actual court and other
fixed fees and pmﬂessinnal fees. Table 6.1 lists the

type of costs incurred.

Stamp Duty is the generic name for fees charged

i

by the Circuir Court for processing and handling T types
of legal costs are
court papers. A case cannot proceed unless stamp o tegs
. S incirred when a
duties are paid in full and all court procedures have _
) lender brings a
been followed. However stamp duties usually form
MOTgage drears

7 5 1 o 5 " :
only a small proportion of the overall costs of e Apahot

taking a mortgages arrears case to court. Table 6.2 baryouer:

shows the current basic fees and stamp duties court and other

which every Circuit Court mortgage arrears case fixed
will incur prior to the day of huﬂ_ring. fees and
. professional
Each of the above documents involves the foes, )
ofs,

work of either a solicitor or barrister, or both,
depending upan the complexity of the case. It may
also be necessary to pay search fees to discover if
the mortgage is registered with the Land Registry
or the Registry of Deeds, and to abrain a copy of
the Land Registry Folio or other such proof of the

legal charge on the property.

Table 6.1 The Type of Legal Fees incurred in a Mortgage Arrears Case

Court Fees and Other Fixed Fees

Professional Fees

Stamp Dury

Solicitor’s

Commissioner for Oaths

Barrister's

Land Registry Cerrificares

Qther Certificares and Search Fees
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Table 6.2 Circuir Court Stamp Duties and Commissioner for Quaths” Fees, 1997,

(Undefended Equity Civil Bill)

. IRE B
Civil Bill (Stamp Duty) 25.0
Notice of Motdon (Stamp Dury) 10.00

_G rounding Affidavit (Stamp Duty) 5.00
Grounding Affidavit (Commissioner’s Fee) 4.00 ]
Certificate of No Appearance/Defence (Stamp Dury) 5.00
Declaration of Service (Commissioner’s Fee) 4.00
TOTAL 53.00

As the current legal system remains two-tiered, in a
mortgage arrears case the lender may employ the
services of both a solicitor and a barrister. Solicitors
professional fees are charged to cover such items as
entering, lodging, issuing and stamping each legal
document, serving the papers on the borrower
correctly, and generally ensuring thar the case is
processed through the courts in accordance with
the instructions from the mortgage lender. Set fees
for these activities can be agreed in advance. A
barrister’s professional fee will cover such acrivides
as drafting legal documents, attending courr to
present the case for the lender and advising on
legal strategies. Barristers may also use a set-scale
fee for dealing with mortgage arrears cases.
Nevertheless legal fees can be very expensive.
For example, during August 1995 the Dublin
Circuit Court heard an arrears case where the
building society had added £30.00 to the arrears
for every solicitor’s letter sent, The same society
wanted ro add £650.00 to the arrears after a ten
minute court hearing which went against the
building society. At the time an estimate of the
cost to the borrower suggested that £575.00 would

be added ro the debr after the first court

appearance, and £60.00 for every subsequent court
appearance {Sunday Business Post, 13/08/1995),
In response to Threshold enquiries in April 1997,
the IMSA calculated the average minimum cost
among its members for the different stages in
possession proceedings to be £209.00 for entering
a civil bill into court, £295.00 for the order for
possession and £121.00 for the execution order, a
total of £625.00.

Under the terms of the mortgage deed, it is the
borrower who remains liable to pay both the court
and professional fees incurred when a case is
brought to court. Liability for costs remains the
borrower’s, even if the case is successfully
defended. However, not all borrowers can afford a
lawyer or avail of representation through the
Scheme of Civil Legal Aid and Advice. This is
because certain types of cases are not covered by
the Civil Legal Aid Act, 1995. These include
representation before tribunals and importantly,
dispures concerning property and conveyancing.
Even if a borrower qualifies for legal aid, it is less
likely that their case for representation against
repossession will be taken unless default can be
shown to be the direct result of a domestic or

martial dispute, By contrast, commercial lenders
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will always be represented. The lack of available,
affordable legal representation in housing debr

cases amounts to a serious social injustice,

The Effectiveness of Legal Proceedings

The effectiveness of the legal process in dealing
with the incidence of housing debr can be judged
by evaluating the net outcome for both the
borrower and the lender, More often that not, the
time and expense incurred when a mortgage arrcars
case is brought to court leads to an overall increase
in the extent of indebtedness for the borrower. The
efforts of the courts to protect borrowers by
adjourning cases can have the negative result of
bringing the final act of possession and the threat
of homelessness even closer. A borrower can find
him or herself in such a position if their case is
adjourned on a number of consecutive occasions.
The minimum cost of the most well intentioned
adjournment is that the lender’s barrister is paid an
attendance fee and the lender’s solicitor is involved
in additional adminiscration. Tt is the borrower
who has to bear the cost of fees charged in lieu of
this work. Threshold found the cost of each
adjournment in the Circuit Courts will add
anything berween £60.00 and £200.00 to the
borrowers liability. Once in arrears, a barrower’s
liability can also increase at an extraordinary rate.
This is primarily due to the fact thar interest
charged on the mortgage loan capital, is also
charged on the sum of arrears. Some lending
institutions also levy fixed penalty charges and
fines on defaulters which in turn atcrace an
increased rate of interest. Add to this burgeoning
sum the interest chargecﬁ on lcg:ll costs incurred,
and the original sum of arrears can become hyper-

inflated over a short period of time.

Voluntary Possession

Voluntary possession., more commonly termed
voluntary surrender, is a much less noted effecr of

serious, long-term mortgage arrears. However its

incidence is sufficiently high enough to suggest
thar, for some borrowers, it is a pref'f:rablt: option to
a prolonged and stressful courr case thar may not
end favourably (see Table 3.3). Despite the
existence of anecdotal evidence concerning such
actions as ‘handing in the keys’ to a lender, “walking
away’ from rthe debr and ‘dropping out’ of home
ownership, currently very licde empirical research
into the motivation and reasons for borrowers to

voluntarily surrender their home exists.

As previously noted, most lenders consider
voluntary surrender as the final act of a wilful
defaulter and do not perceive it as one of the first
and immediate panic responses considered by
borrowers in response to arrears or costly legal
actions (Murphy, L. 1994).

On the other hand other evidence suggests
that not all indebred borrowers consider voluntary
surrender a ‘panic measure’. Findings from Ford
(1993: 234) suggest a number of factors were
consistently highlighted by borrowers as
influencing the decision to consider voluntary

surrender. They include:

1. The level of stress associated with arrears.

2. Anassessment by the borrower that they were
likely 1o lose the property anyway, so ‘giving it
up’ sooner, rather than lacer, was likely to

minimise losses.

3. The desire to avoid a court process.
4. Household composition.
5. The availability of alternative housing.

With regard to the first factor above, mortgage
arrears and the possibility of possession visit high
levels of stress and anxiety on borrowers. Borrowers
facing a possession action can suffer the physical
manifestations of high levels of stress and anxiety
by experiencing ill-health and accidents. Evidence
suggests a circle of cause and effect can occur,
where stress due to arrears leads vo ill-health, which
in turn influences further default and increased
stress (Davis and Dhooge, 1993; Ford, 1988a,

d ‘fhf st
lenders consider
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1993). Voluntary surrender can, therefore, appear
a means by which the borrower may overcome
feelings of increasing resignarion, fatalism and
passivity associated with the progress to

compulsory possession.

Ford's (1993) second factor reflects a
borrower’s perception of voluntary possession as a
possible strategy for reducing liabilities on the
property and minimising their losses, Borrowers
may wrongly believe that upon voluntary surrender
of their property, arrears will no longer increase
and they will not be liable for interest charges,
selling charges or any necessary maintenance prior
to the sale of the property, They may also believe
that they cannot be pursued for any shortfall
between their outstanding mortgage and the sale
price obrained. Lenders operate some discretion in
relation to the last activity here, however most of

the other beliefs are erroneous.

Although Ford (1993; 236) found the above
beliefs to be held by only a minority of subjects
interviewed, an important belief countering the
pressure to voluncary surrender was identified. Tt
was that if possession was given (i.e. handing in the
keys), the lender would in all probability sell the
house for less than the borrower would. In other
words, a belief thar the lender would accepr a larger
shortfall berween the outstanding mortgage and
the sale price obtained, due to the discretion
provided by mortgage indemnity bonds to pursue
the shortfall via their insurers, acted as a deterrent

against voluntary surrender.

OF the five factors identified the availability of
alternative housing was usually the key influence to
purting the decision to surrender into force, (Ford
1993: 234). In general households without
children find it easier to identify and obrain
alternative housing, often returning to live with
their parents. For those without this option the
availability of affordable housing in other tenures is
paramount to their decision to surrender. In the
case of Ford's (1993) sample, interview research

indicated that were the supply of suitable private

rented property or local authority property to have
increased, the extent nfvolun[&ry surrender would

have risen in parallel.

The Final Consequences of Possession

This section has already considered a number of
cconomic and social costs associated with different
types of possession from the perspective of both
the lender and the borrower. However, two more
questions demand attention; whar is the financial
consequence of possession? And what can be said
of possession in terms of its impact on attitudes to

owner-occupation?

The first question is usually answered from rhe
perspective of the lender or insurer in terms of
estimates of financial losses incurred and provision
made by the mortgage industry for bad debts.
However, very little is known of the social or
spatial distribution of losses amongst people who
endured possession. Additionally little is known of
the size of outstanding liabilities and the likely
implications for houscholds (Ford, 1993: 237),
One way to illustrate the type of problems faced by
repossessed borrowers is to examine the role of
mortgage indemnity insurance or insurance
guarantee on mortgages. In general morrgage loans
in excess of 75 per cent of the value of the property
have an associated guarantee. This represents a
charge to the borrower but the guarantee is to the
lender. Any loss to the lender will be covered in
part or full by this insurance. However, under the
principal of subrogation, insurer’s can then seek 1o
recover this cost from the barrower. Most Irish
lender’s exercise discretion in pursuing borrowers
for losses incurred. For example Threshold’s
correspondence with the Irish Banks Informarion
Service (IBIS) revealed thar a majority of the banks
here do not employ mortgage indemnity bonds in
the personal mortgage marker, Of the two banks
which do, IBIS acknowledged thar there have been
a limited number of cases where the bonds were
‘called in’, bur both report thar they are not aware

of cases where the insurance company has pursued
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the borrower thereafter. Yet evidence from Britain
suggests that this practice is changing under
pressure from the insurers. For many individuals in
Britain whose dwelling has been repossessed and
who still face a mortgage shortfall, the option of
bankruprcy has become the only alternative to
decades of debr (Birch, 1994). A replica experience
in Ireland of the boom-slump conditions of the
British housing marker, followed by an increase in
the number of repossessions could herald the
introduction of this practice into the Irish housing
market, Furthermore lender's practice when
dealing with ex-borrowers who have been
‘repossessed” is likely to preclude them from
holding another mortgage, at least unril liabilities
to the first or second charge holder are cleared. Ex-
barrowers are likely to lack the necessary deposit to

re-¢nter an increasing expensive tenure,

Whar then is the affect of repossession on
artitudes to home ownership? Again litdle evidence
can be produced that focuses on changes in
attitudes either among those directly affected by
possession, or indireclly on existing, or intending
home-owners. Nevertheless studies of morrgage
arrears cases where the owner occupier is not
immediately at risk from possession show a high
level of support for hame ownership. Participants
tended to explain arrears on the basis of an
individualistic interpretation of default. There is
little evidence to suggest an emerging critique of
the tenure amongst such home owners (Ford,
1993: 2306).

For borrowers on the brink of possession the
situation can be very different. Mortgage arrears
research indicates that home-owners in this
position display little continuing supporr for or
commirment to the tenure. These borrowers levy
considerable criticism against the lenders for
actively encouraging too high a level of borrowing
and placing too high a priority on marker
expansion. Indeed, while levels of repossession
remained hisruricaﬂy i‘ligh throughout the 1980s,

the larger Irish building societies were pre-occupied

with maintaining the flow of investment funds
into the societies and with securing the benefits of
de-regulation (Ruane, 1987). Among repossessed
home-owners there is little sense thar they accepr
solely individualistic explanations for their

experiences.

Summary

Repossession in Irish sociery remains imbued with
a strong folklore memory thar renders the act
highly contentious. Repossession can have
delererious affects on both lender and borrower
while also threatening confidence in the housing
market and ideological belief in the security of the
tenure (see Saunders 1989, 1990). In orher words

. . : ¢ 11
the experience of repossession may directly

Very little

is kenown of the

challenge the belief-system supported by home

i ] tial
ownership. sogal or spatis

distribution of

The various stages involved in the legal process loitses Amionist

of compulsory possession are not conducive to an people who
easy resolution of the debt. This is demonstrated endured
by the aggressive, adversarial, ‘win-lose” outcome of possession 7
court proceedings, and the costs borne by the

IJO['['OWET, despitf a .SLICCESSFLLI dcfcnﬂ:. Tht.'

effecriveness of the judicial system dealing with

arrears recovery is highly questionable. The

expense involved usually compounds the final bill

faced by the borrower.

Voluntary possession is significant in that
borrowers may perceive it as an action capable of
limiting their financial liabilities on a property.
Such beliefs are commonly erroneous. However
little is known of the motivation and reasons of
botrowers to voluntarily surrender their homes,
apart from the important influence of available and

affordable housing elsewhere.

The consequences of repossession are
manifold. Importantly, the financial consequences
can force the ex-homeowner to remain outside the
tenure. However, this may alse occur out of

conviction. Evidence suggests that having
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Experienced possession, or being on the brink of

possession, commonly results in individuals

developing a strong critique of the expenses of the

tenure, of lenders activities and influence, and of

government political and economic supports for

home-ownership.

Recommendations

Prior to a lending agreement being reached, a
borrower's attention should be drawn ta the
mortgage deed criteria whereby the lender may
pursue compulsory repossession. These criteria

should be clearly stated to the borrower.

The current operation of the legal stages
leading ta compulsory repossession should be
immediarely reviewed by the Law Reform
Commission with the main objective being 1o
increase their effectiveness and lower costs to

the borrower.

All professional fees charged in housing debt
cases should be established on a set-scale fee
agreed by the borrower. Fees charged to the
borrower, above an initially agreed scale, on
behalf of the lender should be reclaimable if
the borrower successful defends a repossession

action.

Adjournments should not be used by the courr

as a method of arrears management.

The cost of each separate adjournment to the
borrower should be outlined in advance of
such an action being sought and granted. Both
the lender and the court should confirm the
cost to the borrower before an adjournment is

gl’?lﬂtt‘,d.

The government should review the Civil Legal
Aid Act, 1995 to include greater provision of
legal representation for disputes over property

not arising from marital or domestic dispures.

Serious consideration should now be given, by
government, the judiciary and mortgage
lending institutions to the establishment of a
dedicated housing court, attached to the
District Court, which would deal with all
housing debr matters, regardless of the of the
sum ar issue. The Housing Court would
develop expertise in housing debrt cases and
therefore be in a position to make meaningful
interventions and judgements. The Court’s
emphasis would be on resolution through
mediation and arbitration rather than
adjudication. Hearings would be informal and
held in private, (see Threshold, 1995 for more
derail).

Lender’s practice when dealing with ex-
borrowers who have been repossessed
should not pre-preclude them from
holding another mortgage, ar least until
liabilities to the first or second charge

holder are cleared.

Research should be commissioned by
government to fill the following gaps in our
kl‘l()“-’lt’d.gt} of repossession (a) the social and
spatial distribution of losses amongst people
who endured possession (b) the size and type
aof outstanding liabilities and their likely

implications for households,
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SOCIAL HOUSING AND HOUSING DEBT

Introduction

OUSING DEBT IS NOT tenure specific.
Therefore it is important to understand the

nature of housing debrt in tenures other than
owner-occupation. The social housing system,
provision of which is delivered mainly through
local housing aurhorities, suffers a high incidence
of rent defaulr and arrears' (see section 3). Despite
the tenure’s historical pursuit of affordable rent
levels (through the operation of a ‘differential
rents’ policy in local authority housing), the exrent
and incidence of housing debt presents a
significant difficulty to local authority housing
management practices. In particular the response
of local housing authorities to rent default, and the
management of rent arrears, is crucial to attempts

at its resolution.

In this section Threshold research findings on
housing debr in social housing, and in particular
on local authorities’ perceptions of the main causes
of debr among both tenants and borrowers are
presented. In addition the housing management
practices of local authorities in relation ro rent
default and arrears are reported and their impact
on wider strategic housing management
considered. Finally this section reviews the
guidelines on best practice in housing management
delivered by the Housing Management Group's
First Report (1996),

Local Authority Perception of Housing Debt
Threshold research conducted in 1994 found that

local authority perception of housing debt can be

understood as being tenure based. In other words,

local autharities’ perceprions of housing debr differ
considerably berween tenures. Currently, local
authorities administer loans for the purchase of
private housing on behalf of the Housing Finance
Agency. In addition authorities also administer
tenant house-purchase loans and Shared
Ownership loans. All of these loans are designed to
facilitate entry to owner-occupation for low-
income houscholds. In the case of defaulr and
arrears on these loan repayments (and in contrast
to building societies and banks), local authorities
perceived unemployment to be far more causative
than financial mismanagement on behalf of the

barrower.

This finding was in stark contrast to
authorities’ perception of housing debr among
their tenants, regularly characterised by the high
concentrations of unemployment, low income and
poverty in their housing areas. Remarkably, for a
significant number of local authorities surveyed,
any consideration of the causes of housing debt
among tenants was deemed almost irrelevant to
their housing management strategies. The
normative response encountered by Threshold
enquiries was that there exists little, if any,
justifiable cause for rent arrears. This response was
based on local authorities” current and long-
standing policy of charging tenants for the cost of
housing and service provision on the basis of

differential rents.

The rent regime or policy known as
‘differential rents’ ensures that each tenant is
means-tested at the beginning of his or her

tenancy. A rent level is then set on the basis of an

Ocher providers of social housing include voluntary and non-protic housing organisatons,
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income-related scale so thar, in theory, the rent
remains affordable to the tenant in all
circumstances, Changes in the tenant’s income are
likely to lead to a change in the differential rent
calculated. Hawever ar all times the emphasis is to
maintain the affordability of the rent charged,
thereby eliminaring any cause for rent arrears,
Nevertheless, rent arrears continue to occur and in
some Jocal authorities at particularly high levels
(see Section 2). In practice differential rents policy
has been criticised for the inflexibility of its
categorisation of tenants into different rent
differentials, and the fact thar tenants can be
penalised for modest rises in income (see

Blackwell, ]. [ed.] 1988),

In light of local authorities” arguments
regarding the affordability of their rents, their
dominant perceived cause of debr in social rented
housing is financial mismanagement on behalf of
the tenant. Threshold found that financial
mismanagement was commonly explained as
arising directly from the social pathology of certain
tenant groups. Again, the explanation of “Irish
discases’ as a root cause of indebredness was
offered. Surprisingly, and despite the fact that
approximately 80 per cent of tenants included in
the survey depended on social welfare payments as
their main source of income, authorities considered
unemploymenr to be a minor cause of rent arrears
and indebredness. Again this perceprion can be
directly related ro local authorities” belief in the

affordability of their differential rents.

A minority of local authorities displayed a less
orthodox perception of the causes of indebredness
among their tenants, and perceived the occurrence
of family events as a significant causative factor.
Significantly the definition of what constitutes a
family event was broad and related to the degree of
expendirure incurred when families celebrare such

festivities as birthdays, Christmas, and other

religious occasions such as baptism, communion
and confirmation. Yer there was little evidence to
suggest that this perception altered to any
significant degree the way authorities handled cases

of renr arrears and indebredness,

Local Autherity Rent Arrears —

Policy and Practice

A major finding of Threshold enquiries in 1994
into rent arrears policy and practice was the
absence of any formal policy document on arrears
and its management in all bur one of the
authorities surveyed”. An equally important finding
was the disparity and irregularity of arrears
management practice that existed among different
local authorities. The majority of authorities
surveyed saw no justification for arrears ar all and
regularly commenced court proceedings and issued
notices to quit as their primary response to the
incidence of arrears. A minority of authorities, on
the other hand, adopted a more flexible approach,
occasionally working in liaison with voluntary and
other advice agencies acring on behalf of the
tenant. Figure 7.1 contains selected extracts of
written local authority comments in response o
queries on rent arrears policy and practice. This
figure demonstrates the variery of response and
inconsistency of management practice faced by

defaulting tenants.

A courr case taken against a tenant to recover
arrears or seck possession of the dwelling will be
heard in open court before a judge at the District
Civil Court. The case generally proceeds in the

following way:

When a local housing authority tenant defaults on

rent payments and falls into arrears with their rent,

L 1ll!_‘- clghteen authorres .":rl'1h.l[".il.-.-d in this survey by returning information On rent arrears policy and pracrice
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proceedings as a last resort’

date’

“To simply take immediate legal action’

repossession of the dwelling’

‘Rent arrears will result in the tenancy being terminated’

Figure 7.1 Local Autharity Rent Arrears Policy and Pracrice — Survey Extracts, 1994
“I'c monitor the arrears situation and provide every assistance and help having regard to peoples
circumstances in order to help them in paying weekly rent plus an appropriate amount of arrears’
; & o3 . i - : i
[our policy is to] intervene as quickly as possible to prevent the accumulation of arrears

“[our practice is to] contact the tenant as soon as possible in writing, then in person and to issue legal

‘lour practice] is to make personal contact ... and to serve the notice to quit as early as possible after that

“To pursue the tenant for payment before the arrears get out of hand’
‘[our policy is to] threaten water disconnection and legal proceedings’

‘Rent arrears which are not cleared will result in a notice to quit being served, court action and the

Source: Threshold

they may then be served with notice to quit. The
notice to quit will usually incorporate a formal
‘demand for possession’. The notice t quit is a
legal document which, when correctly drafted and
served, effectively ends a renancy agreement once
the period of norice has expired. Upon expiry of
the tenancy agreement the local authority can no
longer accept any payments in lieu of rent from the
tenant. However authorities may still collect arrears
and charge a sum, known as ‘mesne rates’, for the
continued use and occupation of the dwelling, Any
payments forthcoming ro the authority in lieu of
this period of occupancy must be classified as
‘mesne rates’ otherwise a de facto tenancy is created
and a new notice to quit must be served before

court action can be raken.

(B} SHrm NN el X NP

The next stage in the process is reached when the

local authoriry serves a summons on the tenant

demanding his or her presence in court. The case
will then be heard at the local District Civil Court.
Once the case hearing has begun, it is usual for the
housing authority to request the judge to grant a
wartant for eviction to allow possession of the
dwelling by the Sheriff or County Registrar. The
local authority is obliged to prove that the original
tenancy was created under the Housing Act, 1966
and that it had subsequenily been terminated by

the correct service of a notice to quit.

Significantly there is no onus nor obligation
on the local authority to prove rent arrears on the
tenant’s account. However, evidence to this effect
may be given under oath on behalf of the housing
authority by a rent collector or other housing
officer. Although cases can be struck out for being
flawed or adjourned for a variery of reasons, if all
correct procedures are followed by the local

authority under secrion 62 (3) of the Housing Act
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1966, the judge has no discretion and must grant
the warrant for eviction and the possession order.
The local authority then has six months to either
use the warrant against the tenant or come ro some
form of agreement regarding arrears. If the
authority does not act upon the warrant during the
time allowed, the warrant expires and the case
must be heard in court again. Reguhu']y however,
authorities in this position simply apply to the
court for an extension of a furcher six months on

the warrant.

Only the Sherift or County Registrar are
empowered to repossess a dwelling. The local
authority cannot take possession of a dwelling
without first securing the appropriate court order.
This is the case even if the dwelling is void and the
tenant has abandoned the property, The local
authoriry must make reasonable efforts to contact
the original tenant as, for example, if the local
authority secures the premises, changes the locks or
re-lets it without first either obtaining a court order
or proving that the tenant has formally surrendered
the property, the authority may technically have

executed an illegal eviction.

The extracts presented in Figure 7.1 illustrate a
number of sometimes draconian strategies that
were part and parcel of housing management
techniques to deal with rent arrears in 1994, For
example, threatening to curt off the warter supply or
refusing to carry out essential repairs have been,
and may well continue to be, practices used as
leverage against defaulting tenants to “pay up’.
Aside from the fact that such practices may give

rise to a counter-claim or legal action by the

tenant, they should be disregarded by local housing
authorities as unprofessional and unethical,
especially as they may be in breach of the
authorities responsibilities under the letting
agreement. However, it is the court proceedings
faced by tenants which highlight the inequity of
rent arrears management practices. Firstly,
although a tenant is legally entitled to
representation in court, thcy must either pay
professional fees or represent themselves. Given the
high percentage of local authority tenants
dependant exclusively upon social welfare benefits
for their income, a renant’s capacity to hire
professional representation is minimal. The Civil
Legal Aid Board can be applied to for advice and
assistance in the case of a renanr in arrears, bur the
service is means-tested and a charge is levied. For
tenants on social welfare payments this charge will
be a minimum of £4.00 for advice, and £23.00 for
representation in court. Difficulties in achieving
the support of the Civil Legal Aid Board are
compounded by the long waiting list and delays in
processing applications. In many cases it may not
be possible to obtain legal representation and

advice before the first cl;ly of the court heari ng'.

It is clear that in the court the odds are stacked
against the tenant. The judge has no discrerion and
must grant the order requested. The tenant may
not even be aware of the extent of his or her arrears,
or what evidence the local authority will use o
obrain a possession order and warrant for eviction,
In realiry, even if the tenant is legally represented,
the case against him or her cannot be effectively
defended. However, it is more common thar the
tenant will not have obtained legal representation
or advice prior to the hearing. This is despite the
fact that the authority will always be represented

legally. The final implication is that without more

Ohther oprions available o the tenant include seeking housing debt advice from a volunrtan organisation such s

Cinzens Informanon Centre. Money Advice and Budgeting Services and Threshold. However these organisations

cunmat act as lay representatives or advocates in court
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sophisticated, flexible and innovative arrears
management, reliance on court proceedings will
simply exacerbate the extent of the problem while
also expanding the overall cost. The lost revenue
thar rent arrears represents, combined with the high
expenditures incurred in commencing legal
proceedings, are two reasons why local authorities

need to consider alternative arrears pracrices,

There exist other, equally compelling reasons
for innovation here. The lost revenue represented
by arrears directly affects the level of income on the
housing revenue accounts (HRA) of each local
authority. This means that the higher the rent
arrears, the less income is available to finance the
expenditures that the HRA is responsible for.
These expenditures include planned, cyclical and
emergency repairs and maintenance of the housing
stock. A consequence can be that high arrears
results in a lower provision of services necessary to
maintain the condition of the housing stock itself.
As housing conditions consequently deteriorate,
renants’ dissatisfaction may increase and their
motivation to pay rent decrease, possibly resulting

in increased default.

Best Practice in Rent Policy and Arrears

Management

The inappropriateness of many housing
management practices in relation to rent,
highlighted by Threshold’s 1994 findings, is now
being recognised at the policy making level.
January 1996 saw the Minister for Housing and
Urban Renewal establish the Housing
Management Group with the explicit purpose of
developing programmes for the promotion of best
practice in housing management and training for
local authorities. Through a process of
consultation, and with the assistance of the
Northern Ireland Housing Executive, the Housing
Management Group prepared guidelines on best
practice in housing management for use by local

authorities in the following six areas:

s
.

Housing Management Systems.

[

Tenancy Marrters.

3. Repairs and Maintenance.
4. Leuings.
3. Rents.

6. Tenant Involvement.

The Group’s report, published in December
1996, recognises that best practice is not a static
concept, but instead one which must adapt and
evolve to meet changing circumstances.
Furthermore the Report {1996) also recognises that
not all the guidelines developed will be applicable
in each of the Republic's eighty eight housing
authorities. Therefore the guidelines are designed
to act as a framework within which authorities can
develop best practice tailored to their own needs.
There is evidence to suggest that best practice
initiatives were occurring prior to the development
of guidelines and indeed the Report (1996)

highlights some examples.

Of direcr concern here are the guidelines for
best practice on rents and arrears management and
the disparity between them and the disappointing
array of poor and irregular arrears management
practices unearthed by Threshold’s enquiries in
1994. The Reporr (1996) considers rent collection
and accounting and the prevention and recovery of
arrears to be a fundamenral element of housing
management. The Repore (1996: 20) goes on to
state that authorites should “[therefore] have in
place systems which provide accurate up to date
information on rent charged and collected, and
debt owed. Policies and procedures should be in
place ro cover rent collection, accounting, arrears
prevention and recovery. Authorities should adopt
a firm but fair approach to tackling arrears while at

the same time respecting tenants’ rights”.

The Housing Management Group guidelines insise
thar authorities should make available a wide range

of convenient and flexible merhads of rent
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payment having regard to practical constraints and Produce rent statements upon request.

.

costs. Among the options recommended, some of Produce quarterly statements.

which were already implemented by local

Retain payments history for each tenant,

Sy W e e

authorities, were: Differentiate berween current and past

e

tenants.
1. Payment of rent at the offices of the local

; s . 7. Differentiate between rent and other
authority (daytime, evenings and Saturdays,

bk osekial and local . payments e.g. heating and service charges etc.

. o ; 8. Produce weekly statistics/reports on tenants in
2. Doorstep collection, though authorities will ¥ P

. arrears,
want to take account of the security

et . 9. Liaise with other funcrions and systems e.e.
implication of this method. ¥ 5

3. Post Offices (Giro, Transcash’, magnetic Hosa bzl bottiags:
swipe cards).

4. Banks/Building Societies (as above).

5. Direer Debit/Standing Orders.

o 6. Direct deductions e.g. from wages, State
Rent

collecting and

Information to tenants regarding rents

Housing Management Group guidelines instruce
local authorities to ensure adequate provision of
information to tenants and that all publicity and

benefits on a voluntary basis (Household L .
communications to tenants regarding rents are

Budget Scheme?), . : VT
accoumting are a & clear, concise and meaningful. The guidelines
fundamental propose that authorities should:
elensent of R i
o . D il il 1. Use clear language.

harisiig ousing Management Group guidelines or : . i
& ) P g 2. Take account of tenants with special needs.
i arrangements to be put in place capable of . ' .
i3] 3. Include information on rent collecrion,

et delivering operational, management and

accounting and arrears recovery within a
“Tenant Handbook®.

4. Provide clear and understandable informarion

performance information and monitoring to
ensure an efficient rent accounring system.

Examples of methods that can be used include:
on {(a) rent assessment (b) amount of rent

I. Update accounts within twenty four hours of payable (c) frequency of payments (d)
payment received. additional charges e.g. hearing etc. (¢) provide
2. Produce weekly rent account records. rent statements quarterly and on request.

Transeash: Dublin Corporation makes extensive use of the Transeash systerm (see Appendix E). Under this system
tenants are able 1o pay their rent through the Post Office using a bouk payment system or 4 swipe cand system, One
advantage of Transcash is that any amount can be paid by the renant during Post Office hours on any day of the week,
thus eliminating the necessity of tenants having w pay their rent ar specific times and places.

[his scheme is being used by a number of authorities and allows claimanes of unemployment paviments who receive
their payment at a Post Office 1o pay their rent via a direct deduction from their unemployment payment. The
obvious advantages in terms of both convenience and security are available 1 both tenant and housing authority, This
scheme is used by Fingal and Dun Laoghaire/Ruthdown County Councils and Cork Corparation

he Tenanr Handbook is regarded as a convenient way of supporting and claborating on the Tenancy agreement. Iy
should {a) explain the dauses of the wenancy agreement by spelling out the meaning of cach clause and elaboraning
upon it with examples (b) explain authority policy on pavment of rent, arrears recovery, terminating 4 tenancy, repairs
to the home, ransfers, tenanr purchase schemes, evictions erc. (c) provide advice on safery in the home and

IIIr.LJJ'[i].i!II..IH I.\IL]I lL}‘,IIt! to insurnce (d) ou |i|'lr Ihs- stundard of SEFVICE Temanis cin EXPECT t'rnm local authority ;;:_;||'-1-qL-J

ser our the policy af the local awthority on reénant training and fnvolvement in estare management (f be drawn up in
— consiltation with tenants where pracricable
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Housing Management Group guidelines emphasise

that autherities should aim to prevent arrears from

accruing thmu.gh a combination Dfearly tenant

counselling, providing information relating to a

tenant’s obligations under the tenancy agreement

and advising tenants on entitlements to benefirs.

The guidelines strongly recommend that

authorities should:

Create a payment culture,

Advise tenants of tenancy conditions including
implications of non-payment of rent.

Advise of potental entitlement to other
w(‘:l{:ﬂ[(ﬂ beﬂfﬁts.

Provide regular updates on relevant policy and
procedural change, e.g. revised rent schemes.
Provide debt counselling and budget
management advice directly, or by way of

voluntary agencies.

Housing Management Group guide] ines advise

that authorities “have a clear policy and procedure

for dealing with rent arrears”. Authorities should

adopt a “firm but fair approach” to the

management of arrears by enacting the following:

1.

Make early personal contact once an arrears
situation has been idenrified (through letters,
visits erc.).

Favour voluntary, realistic agreements as these
are the most cost effective method of recovery.
Maintain up to date payment records and
have systems to monitor missed payments.
Have set criterialprocedures for appropriate
arrears recovery dependent on debr size,
personal circumstances and vulnerability.
Make sure the debtor is aware of possible
entitlement ro Social Welfare Benefits.

Advise tenants of the consequences of non-

payment.

7. Consider legal proceedings only when all
other methods fail.

8. Have in place paolicies and procedures for
recovering arrears from past tenants,

9. Have an agreed procedure and make provision
for ‘writing off’ debts which are considered o
be no longer recoverable.

10. Ensure that staff are trained in the policies,
procedures and systems associated with debt
recovery; and in interview techniques
associated with difficulr situarions.

11, Designation of staff to deal specifically with

the recovery of arrears.

Finally, guidelines recommend that authorities
carry ourt systemaric performance monitoring of
the economy, efficiency, effectiveness and equity of
all aspects of services associated with rent
accounting, collection and arrears. The types of
indicators against which performance can be
measured include the standards of service outlined
in the Tenant Handbook and the policies and
procedures as operated by staff. [n turn authoriries

should monitor:

1. The percentage of rent which is actually
collected.

2. The “profile of arrears” i.e. the number of
weeks in arrears and the amount of arrears,

3. The amount of past debt.

4. The level of "‘write-offs’.

5. The targets for the reduction in arrears.

Implementing Best Practice

Defining ‘best practice’ guidelines for housing
management is one thing, having them
implemented effectively is another. The Housing
Management Group's Report (1996)
recommended thart its guidelines be circulated o
all local authorities and that workshops be
arranged for local authority officials to facilitate

promotion of the guidelines. This stage of
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implementation began in 1997 with the
establishment of a series of six regional workshops
aimed at middle management level in local
authorities. By May 1997 five had run their course.
Threshold enquiries to the Department of
Environment found officials held the view thar the
workshops had been a success, as they were
‘unusually participative’. Housing officers and
administrative officers together with local authoriry
engineers and architects had participared in the
workshops, and despite the difference in scale
berween local autheriries nation-wide, there had

been significant demand for arrendance.

This section has illustrated the divergence of
housing management practice regarding rent
collection and arrears recovery prior to the arrival
of best practice guidelines. Ultimarely the
guidelines’ success will be measured, in part, by
greater congruence between the rent collection and
arrears procedures and policies of all eighty cight
housing authoriries on the basis of best practice.
However the best practice workshops held in 1997
did not seck to establish a system of monitoring or
evaluation for overall implementation, nor have
they succeeded in establishing formal policy
networks between local authorities, wich similar
stock characteristics and renant profiles, capable of
disseminating innovative and successful
management practices among social housing
providers. This is a serious oversight which will

limit the effective implementation of best pracrice.

Arguably certain housing management
practices in the past resulted in an increase in both
the extent and incidence of arrears. Nevertheless it
is important to recognise that not all social housing
management practices rt:garding Fent arrears were
confrontational and adversarial. Indeed prior to the

arrival of the best practice guidelines some local

authorities had recognised the advantages of
developing more responsive and flexible systems of
arrears management. For example, when compared
to the ch()rt'ﬁ (1996) guidelines. Dublin
Corporation rent pnl'n:y, adnpted in May 1996,
met a considerable number of the recommended
guidelines and can be considered a real world
example of best practice. Yer despite the adoption
by Dublin Corporation of a rent policy based on
flexible management techniques and aimed at
l‘cdllcing the extent and incidence of arrears, there
remain serious concerns over the consequences of
the policy’s implementation. Current research by
the Credit and Debr Policy Group has revealed
that implementing the policy is having adverse
‘knock-on” effects on the role of vital local services
such as M.A.B.S.(Shanks, fortheoming). Full details
of Dublin Corporation rent policy and the effects

of its implemenrtation are given in Appendix E.
g PP

Summary

The extent and incidence of housing debt in social
housing tenure cannor be overlooked as rent
default and arrears present a signiﬁc:mt challenge
to current housing management practices. Local
authorities” perceive the causes of housing debr o
be different berween tenures. Significantly a
number of authorities held the view there is no
acceptable reason for the incidence of housing debt
due to the argued affordability of rent levels ser

under the differenrial rents policy regime.

Established rent arrears managemenr practices
have been to rely upon the court process involved
in pursuing possession and eviction. The court
system is heavily biased against a tenant, whose
case may, in effect, be indefensible if local
authorities are not obliged to demonstrate evidence

of arrears. However, given the cost of the legal

['he deeails of this new policy were presented to an invited audience of interested orgunisations by Mr Owen Recgan,

Assistant City Manager for Housing, ar the City Hall, 2Tst May 1996,
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process, in terms of both expense and time, a
number of authorities have independently begun
to pursue rather more ‘enlightened” management
practices. Best practice in housing management has
now been formally recognised with the publication
of best practice guidelines by the Housing
Management Group. However the
implementation of these guidelines is still in its
initial stages. Yet the extent and incidence of rent
arrears remains a vital influence on the balance of
the housing revenue account and therefore holds
serious consequences for the availability of
expenditure to pay for housing services such as
planned and cyclical maintenance and emergency
repairs. Rent arrears may ultimately threaten the
quality of the lmusing stock condition, which if
deteriorating, can quickly de-motivate tenants
from co-operating with rent payments, Faced with
such a consequence all local aurharities should nor
hesitate to review and improve their arrears
management practices and adopt the Housing
Managemenr Group guidelines on best pracrice

without delay.

Recommendations

*  Local Authorities should alter their perception
of the causes of housing debt as being tenure
based, especially as the causes of both rent and
mortgage arrears may be similar across tenures.
In addition local authorities should nor rely
upon social pathology stereotypes of particular
social groups among their tenants to explain the
incidence and cause of housing debt in social

housing,

Section 62(3) of the Housing Act 1996 should
be amended to place an onus or obligation on a
lacal authority seeking a tenant eviction ro

prove rent arrcars on a tenant’s account,

Government should expﬂnd the funding for
Civil Legal Aid in order to reduce the waiting

list and delays in processing applicarions.

The recently published best practice guidelines
for social housing management should be
immediately implemented at a senior
management level by local authonties. In
addition, a system of monitoring and evaluation
should be developed and adequarely funded to
ensure a minimum standard of pracrice is
achieved among social housing providers. The
establishment of formal policy networks to
disseminate innovative and successful practices
among similar social housing providers should

E.!SO I:I(! enco IJ_'l':lgEd.

Local authority rent arrears management should
take account of stock condition and quality via
the role rents play in paying for the
maintenance and repair of housing stock. Local
authorities should not allow housing areas with
4n ab{l\'e—averagt‘ darrears PTDEIE o EXPEFEEHCE
below-standard housing conditions. The
practice of low rent collection/high arrears in a
housing area leading to low maintenance and
repair provision in thart area should not be relied
upon as it can lead tw a deterioration in housing
conditions and quickly de-motivate tenants

from paying rent.
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Changes in Home Loan Criteria for Main Mortgage Lenders, 1993 — August 1996.

LENDER ‘

INCOME
REQUIREMENTS
1993

MAX. LOAN %
TERM
August 1996

INCOME
REQUIREMENTS
Augusr 1996

MAX. LOAN %
TERM
1993
ICS 0%
Building Societry | Max. Term: 30 yrs.
Irish - 90%

Nationwide |
Building Sociery

Max. Term: 20 yrs

Irish Permanent
Ple.

90%

Max. Term: 25 yrs.

Single: 2.5 x salary
Joine: 2.5 x salary +

1 x second salary

Single: 2.5 x salary
Joinr: 2.5 x salary +
1 x second salary

95% (First Time Same
Buyers)

Max. Term: 30 yrs.

92% Same

Max. Term: 25 yrs.

Single: 2.5 x salary
Joint: 2.5 x salary +
0.5 x second salary

92%
Max. Term: 30 yrs.

Single: 2.5 x salary
Joine: 2.5 x Salary +
1 x second s:l.lary

First 90% Single: 2.5 x salary 92% Same

National Max. Term: 25 yrs. | Joint: (main salary Max. Term: 25 yrs.

Building + 0.5 second

Society ! salary) x 2.5

Educational 90% Single: 2.5 x salary Same Same

Building Mazx, Term: 25 yrs. | Joint: (main salary

Sociery + 0.5 second
salary) x 2.5

ACC 90% Single: 2.5 x salary 90% Single: 2.5 x salary

Max. Term: 25 yrs. | Joint: 2.2 x salary + | Max. Term: 25 yrs. | Joing: 2.5 x salary +

1 x second salary 1 x second salary

AlB 80% Single: 2.5 x salary 90% Single: 2.5 x salary

Finance Max, Term: 25 yrs. | Joint: 2,25 x salary + | Max. Term: 25 yrs. | Joint: 2.5 x salary +
1 x second salary 1.25 second salary

AIB 80% Single: 2.5 x salary | 90% Single: 2.5 x salary

Homeplan Max. Term: 25 yrs. | Joint 2,25 x salary + | Max. Term: 25 yrs. | Joinr: 2.5 x salary +
I x second salary 1.25 second salary

[rish 90% Single: 2.5 x salary 95% Same

Life Max, Term: 25 yrs, | Joint: 2.5 x salary + | Max. Term: 25 yrs.

Homeloans I x second salary

Narional 90% Single: 2.5 x salary Same Same

[rish Max. Term: 25 yrs. | Joint: 2.5 x salary +

Bank 1 x second salary

Trustee 20% Single: 2.5 x salary | Same Same

Savings Max, Term: 25 yrs. | Joint 2.5 x salary +

Bank | 1 x second salary

Bank 90% Single: 2.33 x salary | 90% Single: 2.5 x salary

of Max, Term: 25 yrs. | Joint 2.33 x salary + | Max. Term: 30 yrs. | Joint: 2.5 x salary +

[reland 1 x second salary | x second salary

Ulster 0% Single: 2.5 x salary | 90% Same

Bank Max. Term: 30 yrs. | Joint: 2.5 x salary + | Max. Term: 25 yrs,

1 % second salary

Source: F.:\g[c Star Insurance
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This is a full transcription of the code of practice
.lduptcd by the foll()wing members of the Irish
Mortgage and Savers Association in March 1997:

Irish Permanent Ple., First National Building
Sociery, EBS Building Society, Irish Nationwide
Building Society, ICS Building Society,
Naorwich Irish Building Society, Irish Life

Homeloans Lid.

"Should a borrower develop a problem with
repayments, it is important that they contact the

Lender at the carliest opportunity. Ignoring the

situation, in addition to compounding the existing

problem may affect a borrower’s credit rating and

they may find it difficult to ger a loan in the furure

as a result. Even if a full payment cannor be made,
it is important that some payment is made each

month.

The Lender operates a help line service, staffed by
skilled personnel, which offers practical guidance

to help resolve repayment problems.

If an account does fall into arrears, every effort is
made to give borrowers the opportunity to meet

their obligations.

= In the first instance, the Lender will usually
bring the matter to the attention of the
borrower with a written reminder.

= [f this fails to evoke a response the Lender will

endeavour to make personal conract.

* Upon making contact, all viable options

open to the borrower will be examined.
Consideration will be given to previous
payment history and ro the equiry

remaining in the property.

The borrower will be given a full statement

of indebtedness on requese

An interest rate may be applied to any

arrears balance [state the rate or margin

applicable

The normal practice is thar legal proceedings
will not be initiated withour every reasonable

EFF'DTT bcing lTlﬂdC o agree a IEPE.Y!TIEI'I[

!i{jl'll'dLllC,

A formal demand for payment may issue when
[state the trigger e.g. number of months
expired]. The borrower will be advised of the
consequences of failing to respond, which may
result in the potential loss of his or her house
and an estimate amount of the legal costs. The
borrower will have been made aware of this in
the loan application form and also in the loan
approval document and any communication
relating to potential proceedings seeking

possession.

If no repayment arrangement is made and/or all
communications are ignored, the Lender will be

forced to issue proceedings.

Lender's practice is to give at least [stare how
many days] notice before commencement of

legal proceedings.”
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Regulations to bring Housing Loans advanced by Local Authorities within
the scope of the Consumer Credit Act, 1995,

The Statutory Instruments (S.1.) number 186 of
1997 signed on the first day of May 1997 by Pat
Rabbitte, Minister of State at the Deparrment of

Enterprise and Employment read as follows:
S.1. No. 186 of 1997

CONSUMER CREDIT ACT, 1995
(SECTION 3)
REGULATIONS, 1997.

I, Pat Rabbitte, Minister of State ar the
Department of Enterprise and Employment, in
exercise of the powers conferred on me by section
3 (3)(a) of the Consumer Credit Act, 1995 (No.
24 of 1995}, and the Enterprise and Employment
(Delegation of Ministerial Functions) (No. 2)
Order, 1996 (5.1, No. 350 of 1996), after
consultation with the Minister for the
Environment, hereby make the following

Regul:lrin ns:

1. These Regulations may be cired as the
Consumer Credit Act, 1995 {Section 3)
Regulations, 1997,

2. These chu]ations shall come into operation on
the 1st, day of Septemher, 1997,

3. The following provisions of the consumer
Credir Act, 1995 (No. 24 of 1995) shall apply
to a housing loan advanced by a local

authority —

{a) Parr 1, other than sections 9 to 16, 18 and
19, and

(b) in Part IX, sections 115, 121(1), other
than “Subject to subsection (3),”,123, 124,
125, 128, 129, where applicable, 130, 132,
134.

Under these regulations housing loans
advanced by local authorities will therefore
be exempt from the following sections of
the Act:

Part 1

Sec. 9, — Definition of annual percentage rate
(APR); Sec, 10. = Criteria for calculation of APR.;
Sec. 11. — Laying of regulations before House of
Oireachras; Sec, 12, — Offences;

Sec. 13. — Penalties; Sec, 14. — Prosecution of
Offences; See. 15. = Cost of Prosecutions;

Sec. 16. — Immunirty of Director (of Consumer
Affairs); Sec. 18. — Expenses of Minister and
Director; See. 19, — Repeals.

Part IX

Sec. 115. — Application of definitions (of a housing
loan); Sec. 121, — (1), other than subject to
subsection (3), Redemption of housing loans;

Sec. 124. — Insurance of mortgaged property;

Sec. 125. — Costs of legal investigation of title;

Sec. 128. - Warning on loss of home;

Sec. 129. — Norice of important information 1o be
included in a housing loan agreement. Where
applicable: Sec. 130. — Duties of mortgage lender
to suppl}r documents and informarion;

Sec. 132. - Disclosure of other fees;

Sec. 134. — Disclosure of interest rate and penalries

to be app]ied to arrears on a housing loan,
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The Six Legal Stages Leading to Compulsory Possession

The following six stages describe in derail the
procedures followed after default on mortgage
repayments have occurred. Once a solicitor’s letter
has been issued without the debt being cleared or a
sertlement agreed, the {:nilﬂwing process, modelled
in Figure 6.1, may occur in full to che final
repossession of the property.

Once initial attempts to contact the borrower have
been made and seen to have failed, the lending
institution will direcr its solicitors to open a file on
the borrower. This file derails the extent of the
arrears outstanding, the length of default, penalty
charges and composition of the household resident
in the mortgaged property. In other words, details
on whether the mortgage is jointi}r held, or if any

part of the residence is let to a tenant.

These derails are included in order to protecra
borrowers’ spouse or tenant in case the borrower
seeks to “hide’ the debt from them. The solicitor
issues a registered letter of warning to the borrower
advising thar if repayment is not forthcoming
within a set period then court action will be
commenced, A similar letter is also sent to inform

the borrower’s spouse or tenant. These individuals

must be made aware of the lending institutions
intentions. A failure to do so on behalf of the
lending institution can result in the spouse or
tenani(s) adopring a defence on the basis that they
were uninformed of the lending instirurions
intentions. Such a defence has been successful in
delaying an execution order for repossession being

issued by the court'.

Once the letter has been sent to the borrower,
the solicitor will request the mortgage deed from
the lending institution. Upon its receipt the
solicitor will prepare a Civil Bill to be served on the
borrower. The type of mortgage deed will decide
the type of civil bill to be drawn up®. The civil bill
is then served on the borrower normally via
registered post. The solicitor then prepares a
Declaration of Service which states that a correct
cnpy ()Fﬂu [hf relevanr dncumenrs l'lﬂ'\!"e befl'l sent
by registered post to the correer address and with
the correct postage. The declaration is then filed in

l']'IE court l'El:l'}l'dS.

Ar this stage the borrower has the first
opportunity to begin to legally defend his or her
position by completing the derails on the reverse of
the civil bill known as the Appearance Form. The

return of this form to the court signa]s the

In November 1992 Judge Esmonde Smyth struck our an application order for possession, brought by the EBS
]JlLElL]iILF sociery ugdinst a woman borrower, on the !:nmrui\ that she had nor been infurmed of hes rig]m under the
Family Home Prowcton Act. 1976, During the case it emerged char £18,000 arrears were outstanding on the
morigage which was taken out in 1990 on a house then costing £115,000. The Building soctery claimed that the house
would no longer ferch that value in the H:.ll’LL‘II'I]dLL' and that po paymenrs had heen il\nhu:miulrl‘ since 1991, The
building soctety claimed that a rotal of £93,670.00 was owed by the borrower. However the socienies” case unravelled
when it emerged thar although advice of forthcoming court proceedings had been served against her husband, the
woman had not been written to in|hm1in;_¢ her of her :'i:_lhn under the 1976 Act, The building sociery also failed o
include a deseription ot the house as a family home in s atfidavit. These details, further compounded by technical
Aaws in the avil bill, meant the hearing went against the sociery,

For example in the case of loan default for registered land a copy of the Land Registry Folio and a map of the land is
obtained by the solicitor who then engages a barrister to dratt an Equity Bill on his or her behalf. In the case of loan

defaul on unregistered land a Tide Jurisdiction Ejectment Civil Bill on the land title will be drafied by the bartister on

behalf of the solicitor,
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borrowers intention to defend his or her position
in court. Once the civil bill has been served, and
assuming there remains no apparent or
Fl.}rthc:uming Scltlcment bf_"tWEEn h(JI'l'OWEI' ﬂnd
borrower, the next step is the swearing of a
Grounding Affidavic. This affidavic contains the
evidence demanded by the court. If this evidence is
not fully complete when lodged with the courr it
may also be presented separarely to the judge on

the day of the court hearing,

Stape 2 | e Noree ot Monot

The second stage involves the preparation by a
barrisrer of a Norice of Motion. This document
will have a ‘return date’ marked upon it which

represents the date after which the motion for

Circuit Court a notice of moton is usually heard
within two to three weeks of being issued. In other
Circuit Court areas it is usually heard ar the next
‘motion dare’. The notice of motion and the
grounding affidavit are then served on the
borrower, once again by registered post. Another
declaration of service derailing these actions is
drawn up and filed with the court.

Approximately one week prior 1o the ‘return dare’
the lender's solicitors will accept detailed and up-
to-date inscruction on the nature and extent of any
mortgage repayments and arrears repavments made
by the borrower since the beginning of legal
proceedings. Importantly the solicitors will also
confirm that the lending institution wishes to
proceed with the repossession, Once this is
confirmed a barrister is briefed with the relevant

information for the actual courr hearing.

Sty 3 The | ia_'.|||||;-_
The case is heard by way of a motion for
possession before a judge in the Circuit Court. The

court will produce an Order detailing its

judgement and the borrower and the lending

institution are informed of this judgement.

It is at this stage that the whole process can be
put on hold by the courr if the judge decides o
adjourn the hearing. Adjournments are not
uncommon. Motion for possession is frequently
adjourned at least once before an Order of
Execution is granted. The most common reason
for adjournment is when the borrower attends the
hearing and makes a specific plea to the judge for
more time o resolve his or her situation. However
even if the borrower does nor appear judges quite
regularly adjourn cases to ensure that the borrower
has every oppertunity to be present and state their

case at the next hc:u‘ing.

Adjournments can vary in length from a week
to a year, and are often granted unconditionally.
That is, the case is adjourned for approximately
two weeks to allow extra time to the borrower to
resolve his/her situarion. Unconditional
adjournments have been known ro follow each
other over a considerable period of time so that the
case continues without any progress being made.
In such an instance the legal costs are likely to soar.
For example, in 1993 the Dublin Circuir Court
adjourned one mortgage arrears case nine times.
When the case eventually reached its final hearing
it was struck out by the courr judge who awarded

costs to the lending institution'

A conditional adjournment demands that
either the borrower or lending institution, or both,
adopr some course of action towards resolving the
debt before the next hearing of the case. These
actions regularly involve the borrower secking debrt
advice and/or making some form of repayment. If
successful, such an adjournment will guarantee
that the next time the case reaches the court there

will be evidence of some artempr ar resolution.

Dublin Circuir Courr, 1993, Case No. 1333
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The final stages in the legal process occur when the
court grants an Order for Possession, [t is usual for
the court to issue a “stay of execution’ on the Order
which can last for three to six months. During this
period the Order cannor be enforced by the
lending institution, thus providing a last chance for
the borrower to meet the necessary loan
repayments specified by the court in order to avoid
repossession. Precedent has established thar if the
borrower maintains a regime of regular
repayments, as specified by the court, berween the
date the Order was made and the date the Order
can be executed, then the lending institution can
expect difficulty when applying to the court to
have the Order fully enforced (i.e. to initiate
repossession), In such cases a situation of
‘conditional home ownership” arises whereby the
lending institution agrees not to attempt to enforce
the Order for repossession, providing the borrower
meets the conditions of repayment imposed by the

COUrt.

If the schedule of repayments set by the courr is
not adhered ro by the borrower, and once any stay
of execution is exhausted, the lending institution
can then apply to the court to grant an Execurion
Order. This order allows the full repossession of

the property to proceed so that it may be resold on

the markert ro clear the debt owed by the borrower,
After being processed by the County Registrar, a
sealed execution order is lodged with the Ciry or
County Sheriff (depending upon the lacation of
the property). Together with the execution order,
the Sheriff also receives an Affidavit of Non
Compliance. This is sworn by a person in the
lending institution’s office stating that the original
terms of the order for possession were not adhered
to by the borrower, Although these actions are
complicated o enacr, and tend 1o delay the
eventual act of repossession, they are considered
necessary to satisfy the Sheriff that efforts have
been made to arrange a repayment schedule wich

the borrower.

The final act in the process oceurs when the Sheriff
norifies the borrower and the lender’s solicitor of
the date for repossession. 1f, ac this final stage, an
arrangement is made by the borrower to repay the
arrears and meet the repayment schedule set our by
the court, the repossession can be cancelled, If such
a situation does arise, then the execurtion order
remains in force for twelve months from the day it
was made. I its arrangements are broken, then it
can once again be enforced through the offices of
the Sheriff. Upon its expiry the lending institution
can apply to the court for its renewal without

having to engage in the whole process once again.
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APPENDIX E

Dublin Corporation Rent Policy, 1996.

The Dublin Corporation publicly recognises that
rental income is fundamental to financing the
provision of social housing. In 1996 its housing
department operated a budger of just under £50m
of which approximately 50% was rental income,
The Corporation also recognises that there is a
direct relationship between its capacity to provide
housing services and the rent irs collecrs. In other
words, for every pound of rental income not
collected, or every additional pound of cost
incurred in collecting rent, a pound less is spent an
services to tenants. The Corporarion has adopred
the following principle in relation to rent
collection in May 1996:

“T'he fundamental principle that every tenant
must pay his‘her rent in full and on time needs
to be re-established. Acceprance of this principle
will be reinforced by a clear understanding that
failure to pay rent will lead to eventual evicrion

in every case.’

The current calculation of rents was initially
introduced in 1994, A number of small changes
have been made since then. Rents are now assessed
at 15% of the principal earners net income above a
rent free allowance of £25 in the case of a single
person, and £50 in the case of a couple. The
maximum contribution on behalf of subsidiary
earners in the household is £7.50, There has been a
reduction of 50 pence per week for each dependent
child. There is no minimum rent. Maximum rents
are now calculared on the basis of economic rents
for the dwelling but are expected only to apply on
households with very high incomes. There is also
an explicit provision for hardship cases and rent

increases are now timed to coincide with social

welfare increases'. This has given rise to criticism
that the Corporation is taking a slice of
additionatal social welfare income. The
Corporation holds that the current system of
calculating-rents has delivered far greater equity
between tenants than before. It argues that tenants
on the same income are essentially paying the same
rents, and there exists a measure of ‘progressivity’
in this new scheme due to a concurrent increase in
the proportion of income accounted for by rent as

INCOmes rise,

Nevertheless one of the major difficulties of
the rent scheme arises in relation to subsidiary
earners. According to the Corporation many of its
tenant families have adults in receipt of social
welfare, registered as living in the houschold
dwelling, who are in fact co-habirating with single
parents. The Corporation demands a contribution
from these individuals and a tenant’s rent will be
adjusted accordingly. This produces a
certain amount of conflict berween family
members, especially when this contriburion is
not forthcoming and the tenant has difficulty in
meeting the rent set. The Corporation
explicitly acknowledges the capacity of this
arrangement to push the registered tenant
inro arrears and has now decided not to take into
account the subsidiary incomes when
calculating rent if there are more than three
subsidiary incomes in one renancy Arguably
an influential reason why this behaviour arises can
be found in the income differential
between social welfare rates char can accrue o a
couple in local authoriry housing, with
one child, who are registered as living apart Table
App.El illustrates the extent of this

income difference.

I'he income structure of Dublin € orporation wenants is verv low wirh APProXL M v B3%h of renants -.|-_'||L'm!uri;' upain

stctl welfare PAY e TS,
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Figure App. E1 Comparison of Social Welfare Options Available

to a Couple with one Child (December 1995)

Net Income Rent Conrtribution After Rent Income
[RE IRE IRE

Oprion 1: Living Apart
Lone Parent with one child 77.50 7.90
Single person on U/A |
‘living at home” . 62. 5.60

140.20 13.50 126.70
Opdon 2: Living at Same Address |
Couple with one child on UJA 113.20 9.50 103.70
Net Additional Weekly Income
Under Oprion | 23.00

Source: Keegan, 1995

(AR s d

The Corporation argues strongly that its rents are
affordable and that the four major categories of
social welfare recipient have renr levels ser within
their means. For example the Corporation
calculates that a single person on long-rerm
unemployment assistance of £64.50 per week will
pay a rent of £5.90, representing 9.2% of income.
Thirty per cent ofthe Corporation’s tenants are on
long-term unemployment assistance. Eighteen per
cent reccive the lone parent allowance and a single
parent with one child is charged £7.70 a week rent,
an equivalent of 9.7% of their income. The average
rent charged by the Corporation is £13.90 and the
proportions of income this represents varies
berween 8.5% and 11% of average tenant

household income.

Corporation rent assessment procedures have
changed in three areas in particular. One is
regarding the imposition of retrospective debrs.

Previously when the Corporation became aware of

a change in the household income (due for
example to a dependent child now eligible for
social welfare payments), it would calculate the
amount owed and imposed this as a rerrospective
debt. The incidence of these debrs being imposed
was extremely high, estimated at five thousand a
year. The Corporartion now regards such
impositions as a ‘questionable’ practice, due in the
main to the effect it had on increasing the overall
arrears figure without offering any increased
prospect that it might be collected. Secondly, it
discouraged rhose renants who, up until the
imposition, had been paying their rents in full
from continuing to do so. In other words, the
effect was to increase both the extent and incidence
of arrears. The Corporation has now relaxed its
procedures so that higher rents are only imposed as
and when the rent officers become aware of an
increase via social welfare payments in a renancs’
household. In addition the Corporation is now
ignoring all modest increases in income for those
tenants in employment. The third area of pracrice
that has been changed relates to the imposition of

penal rates when tenants failed 1o return the
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annually-issued houschold details form conraining
informarion on the profile of the occupants of the
dwelling, Again it was recognised that this
imposition simply added to the extent and

incidence of rent arrears

The Corporation has now adopred a set of formal
guidelines to deal with hardship faced by tenants
when meeting their rents. Whereas previously the
Corporation responded to hardship in an ad hoc
and discretionary manner, explicit provision is now
made for hardship. A rent officer can now refer a
suspected hardship case to a housing welfare
officer who in turn identifies and assesses the
‘exceptional factors” affecting the ‘social
funcrioning’ of the houschold and its inability to
pay rent. The officer can then recommend a
reduction in the household rent of up 10 50% for a
period of six months. The Corporartion has
identified the following as ‘exceptional factors';
bereavement, very serious physical, mental or
psychiatric illness, eccentric or reclusive behaviour,
and major family or houschold crises.

Lent pavment opuons

The Corporation has abolished the use of locally-
based rent offices and is now switching its
collection methods from a docker-based system ro
a elecrronic plastic card system whereby a tenant
can pay any amount offhis or her rent, at any rime,
using the An Post BillPay system. The Corporation
argues thar this increases the flexibility in payment
times and place demanded by tenants. Additional
payment oprions include a five-day a week rent
paymenr office located in Civic Offices, the
possible use of direct debits from a tenant’s bank
account, and the Corporation’s willingness to co-
operate with M.A.B.S and Credit Union
arrangements for tenant rent payments, The
Corporation allows direct deducrions to be made

by a tenant’s employer toward rent payments.

Rent arrears

In May 1996 Dublin Corporation rent arrears
averaged £254.00 per household. The long-term
extent of arrears remains high. One of the reasons
offered to explain the historic extent of arrears is
that the Corporation does not write-offarrears for
operational reasons. Even when the Corporation is
prepared to acknowledge that there is very little
prospect of collecting these arrears, they will srill
leave them ‘on books” in order that they are not
seen to be in some way rewarding those tenants
who don’t pay their full rents on time and
consistently. The Corporation argues that a more
satisfactory way of evaluating the extenr of arrears
is to consider the performance of rent collection
rates. In 1993 the Corporation collected £17.2 m
in rents and had a shorefall of£0.4m. In 1994 the
figures stood at £18.8 m and £0.7m respectively.
In 1995 £20.2 m was collected and a shortefall of
£1.6m occurred, due in the main to the re-
organisation of rent payment procedures and the
closing of local rent offices. The prediction for
1996 is that £22.3 m will be collected and a
shortfall of £0.5 m will occur. Despite these
improving figures, a serious problem of default and
arrears continues in Corporation housing, The
response has been to amend procedures for
handling arrears cases and managing accounts in an
attempt to ensure that procedures were not in
themselves adding to the incidence of arrears. The
Corporation’s policy is now 1o engage in a much
more timely intervention in arrears cases and not
to allow arrears reach a significant level before
reacting, as was previous practice. The approach ro
settlement has also changed. The Corporation is
no longer seeking the serdlement of arrears ‘in a
nutshell” but is prepared o accept whar it rerms
‘uneconomic settlements’ for all current
outstanding arrears. The Corporation has

placed an emphasis on arrears repayments being
affordable in all cases, and is no longer insisting on

lump-sum repayments. Once agreed, rent arrears
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repayment schedules will then become a marcer of
a formal written agreement berween the tenant and
the Corporation. Previous arrears management
practice was to almost immediately serve a
cerrificate of notice and bring the tenant to courrt.
It is now Corporation policy to greatly reduce its
reliance upon the courts and to seck early

agreements with defaulting renans.

H(}Wf\"er [I'IE PTGCECIU]'E F(Jl' tenants ‘nﬂt cio-
operating’ with the new regime is to rely on the
"tried and tested” methods of communicating with
the tenant using the offices of the courts. In the
Corporation’s own admission, the guid pro quo for
offering affordable ‘uneconomic’ sertlements to
tenants in arrears is that they keep to the
agreements and do not break them or unilaterally
re-negotiate them. If such a situation occurs the
Corporation is now determined 1o proceed o
eviction withour delay Whereas previously lase-day
settlements were accepted immediately prior to an
impending possession and eviction, the
Corporation’s position now is that if a case is
handed over for eviction then it will proceed 1o

eviction with no scope for final-day sertlements.

This is a very important policy change that
remains, as yer, fully untried and unrested.
However current research by the Credit and Debt
Policy Group (see Shanks, forthcoming) has
indicared that the impact of this policy change is
being felt quite severely. Evidence has emerged
from Ballymun which suggests thar in
implementing the policy change the Corporation
has adversely impacted upon the capacity of the
local MLA.B.S to negotiate agreements on behalt of
clients with rent arrears. The effect has been to
erode the ability of the M.A.B.S to reach a
compromise agreement with the Corporation that
will ensure a tenant does not face eviction,
Consequently the number of evictions in the area
have risen considerably since the policy change. In
order to demonstrate its determination to
implement this policy the Corporation has placed
itself in the unenviable position of pursuing test-
case evictions which will undoubtedly ensure its
increased unpopulariry, burt far more importantly,
threarens to subvert the highly useful and necessary
role played by local Money Advice and Budgeting

Services.
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APPENDIX F

Threshold Research and Methodology

This report presents, for the first time, the findings
of a series of Threshold research enquires
conducted since the beginning of the housing
boom in 1993. Most of these enquires were in the
form of questionnaire based surveys. Case studies
and structured interviews were also relied upon to
deliver data. The nature of the research
methodology used in each enquiry was determined
by the research subject. Postal and telephone
questionnaire surveys and were used to generate
empirical findings, whereas more qualitative
methodologies were used to generate data on
individual and institutional perceptions along with
data on processes and trends. Original Threshold
research in this report includes the following:

A case-study analysis of all Dublin Circuit Court
possession actions in 1993, The outcome of seven
hundred and fifty two Civil bills for repossession
entered in the court by mortgage lenders were
documented. Between January 1993 ro Ocrober
1994 all court cases arising from the civil bills were
observed ro witness their final conclusion and
outcome. Nine months was the shortest period any
one case was observed.

The following surveys were conducted via postal

questionnaires to individual institutions and to

their representative organisations:

I. Building Society and Bank's Mortgage Arrears
Survey (100% response)

2. Local Authority Mortgage Arrears Survey
(30% response)

3. Local Authority Rent Arrears Survey
(50% response)

Case study analysis of a sample thirty
Threshold case-files and thirty M.A.B.S. case files
was conducted to identify the causes of housing
debr reported by clients and service users.

Interview survey of a sample sixty families
experiencing housing debt to determine what they
perceived as the main causes of housing debr.
Sample identified and selected using Threshold
housing advice service data

Telephone questionnaire survey into the extent of
arrears on housing loans held by Dublin local
aurhoriries.

Threshold wishes to acknowledge the co-
operation of the following sources in conducting
its research into hcm_s:ing debr:

I. Mortgage Lenders and Brokers: a total of eleven
independent mortgage lending insdtutions were
involved in the research process. Six of these
institutions are building societies, the remain
five are associated banks, Threshold
acknowledges the assistance of the following
institutional members of the Irish Mortgage
and Savings Association and their Arrears
Managers: EBS Building Sociery; Firsc National
Building Society; 1CS Building Society; Irish
Nationwide Building Society; Irish Permanent
Ple (formerly Irish Permanent Building
Society); Norwich Irish Building Sociery; and
the fo"owing institutional members of the Irish
Bankers Federation and their Public Relations
Managers: AIB Bank; Bank of Ireland; National
Irish Bank Lrd.: TSB Bank; Ulster Bank.

2. Local Authorities: twenry three local authorities
participated in the research process. Threshold
acknowledges the assistance of Arklow UDC;
Bray UDC; Cavan County Council; Cork
County Borough Council; Cork County
Council; Drogheda Corporation; Dublin
Corporation; Dundalk UDC; Dun Laoghaire-
Rathdown County Council; Fingal County
Council; Galway Corporartion; Kilkenny
County Council; Limerick Corporation;
Limerick County Council; Listowel UDC;
Louth County Council; Offaly County Council;
South Dublin County Council; Thurles UDC;
Tipperary (South Riding) County Council;
Tipperary (North Riding) County Council;
Tullamore UDC; Westmeath Coun ty Council.

3. Dublin Circuit Court: the County Registrar for
Dublin support research process and provided
access to inspect the Dublin Circuit Court
cause bDl]I{S.

4. County Registrars and Sherifts: rwenty four
County Registrars and Sheriffs participated in
the research process

5. Housing Finance Agency

6. Other participants in the rescarch process
included staff and personnel of the following:
four Dublin based Money Advice and
Budgeting Services; Dublin Credit Unions, the
Society of St. Vincent de Paul; the Narional
Association of Tenants’ Organisations, the lrish
Banks Information Service and the lrish
Mortgage and Savers Association.
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his is the first report of the Housing Debt Project, originally

established at Threshold in July 1994. The report aims to provide

a coherent and comprehensive explanation of the nature, extent
and experience of debt in the Irish housing system since the early 1990s
and brings together for the first time Irish, British and other European
research, as well as a considerable amount of previously unpublished
data and findings from research conducted by Threshold itself. Some
of the major questions this report seeks to answer include: what is
meant by the term housing deb?? How do we understand housing
debt and the way it operates in the housing system? How does
housing debr relate to the current private housing boom and also
to wider social and economic trends affecting Ireland? What is the
extent of housing debt in Ireland? What are its causes, both real
and perceived? Huw is it experienced and manzged? How is it
resolved?

To answer these questions this report contains a
diversity of material on the phenomenon of housing debt
as it relates to owner-occupation and the private housing
market: banks, building societies and the mortgage
finance industry; the institutional and personal
management of housing debt; repossession and the role
of the legal system in resolving housing debt and also
the impact housing debt has on social housing. By so
~doing; this report aims to pmv:di.- a very practical
resource for any professional or agency working in
dlearmofhunmngpohcy. administration or law. In
addition this report will be of interest to
professionals in banking and finance, as well as
those from the fields of economics, geography and

_other social sciences directly concerned with
housing provision and consumption. .
Undergraduate and post-graduate students will
find this report a unique contemporary research-
FeSOLrce. Fm:ﬂy this report will, of course,
have particular relevance for those involved in
the field of housing and in debt management.
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