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Abstract
Rising household debt has become a disturbing phenomenon in a number of Asian countries.
This paper presents literature on the different causes of the situation in selected ASEAN
countries, which range from regulatory and institutional, socio-demographic, economic factors to
financial literacy, and the possible macroeconomic and social effects of household debt. The
paper concludes that one of the major causes is the departure from Islamic financial principles
concerning attitude to and the management of debt. Therefore, solutions can be gleaned from
looking towards Islamic ideals.
Key words: Household debt, ASEAN countries, debt management, Islamic financial principles,
effects of debt, Islam and debt, causes of debt.

INTRODUCTION
Within the last two decades, there have been changes in the economic landscapes of quite a
number of countries in Asia. Most of the countries have experienced economic boom and have
moved from under developed or developing to major players in the world financial market. In
recent times, as part of the changing landscape, particularly after the Asian financial crisis, there
has been the move towards household financing. Banks and other financial institutions have
leaned heavily towards the household sector as a means of diversifying fund raising strategies.
Endut and Hua (2009) have determined that where lending to the housing sector was just one
third of the exposure of banks before the crisis, it has now risen to more than half.
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Over time, household indebtedness in Asia has reached a record high. Though it has been a
part of most western countries for over three decades (Barba and Pivetti, 2009), this
phenomenon is relatively new to Asian countries and has therefore not been fully studied. It has
however been determined that Malaysia, Thailand, Korea and Singapore have the highest
levels of household debt in Asia (Standard & Poor’s, 2013).
This paper aims to present the views of scholars on the causes and effects of rising
household debts in these and other ASEAN countries. It also looks at the causal factors from an
Islamic point of view.
The paper is divided into four sections. The first section gives an overview of household
debt and its importance to any economy, the second section looks at different factors
responsible for rising household debt both in general terms and with particular reference to the
ASEAN countries within our study. The third section considers the effects of the phenomenon
while the last presents summaries, conclusions and recommendations.
DEFINITION OF HOUSEHOLD DEBT
Household debt is the amount of money that all adults in a household owe financial institutions
and includes consumer debt and mortgage loans. It is an obligation or liability arising from
borrowing money or taking goods or services “on credit”, i.e. against an obligation to pay later.
(Van der Walt & Prinsloo, 2002).The status of household debt plays a key role in the economic
welfare of any country (Cecchetti, Mohanty & Zampoli, 2011). Acceptance of the relationship
between rising household debt and economic downturn (Leigh et al, 2012) becomes
fundamental to formulating key economic and financial policies. Barba and Pivetti (2009)
noticed that the most prevalent form of debt is credit card debt with mortgages coming in a close
second. In Malaysia however, the highest proportion of debt is used for housing followed by the
purchase of transport vehicles. These are followed by debts for personal use while credit card
debt comes last (Endut & Hua, 2009).
Household debt in itself may not be an issue unless over indebtedness is considered.
The European Commission (2010) considers over indebtedness as the inability to meet
recurrent expenses without the need to borrow more. D’alesso and Iezzi (2013) include, as
determinants of over indebtedness, making high payments relative to income, being in arrears
for more than two months, making heavy use of credit or a declaration, by the debtor, that debt
repayments are a heavy burden. Endut and Hua (2009) on the other hand, use the debt to
disposable income ratio to determine over indebtedness.
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CAUSES OF HOUSEHOLD DEBT
This part is based on a conceptual framework of causes of over-indebtedness which include
regulatory

and

characteristics,

institutional
business

factors,
and

socio-demographic

loan-related

factors,

factors,

economic

sociological

borrower

influences,

and

psychological/cognitive influences (Schicks, 2013). Each of these factors will be studied from
the conventional perspective while placing them within Islamic parameters.
Regulatory and Institutional Factors
Financial deregulation decreased credit rationing and lowered interest rates (Persson, 2009;
Debelle, 2004). Wan (2013) has established that there is a positive relationship between private
consumption and low interest rates as it encourages borrowing. This is also supported by
studies conducted by Lopes (2008) and Barnes & Young (2003). In Singapore (Wan, 2013),
Malaysia (Endut & Hua, 2009), and Korea (Kang & Ma, 2009), the loose monetary policies
ensure that households, do not in the short term, feel burdened by the repayment of debts.
Advances in technology also make it easier to give credit by ensuring the establishment of an
adequate system for keeping track of creditors and their credit.
From the Islamic point of view, the huge debt that currently burdens households can be
attributed to loans that have charged interest (Khatija, Sapora, Zulkiple & Jusof, 2013). They
have also not shared risk between the lenders and the borrowers and have, therefore,
contravened the two most fundamental principles of Islamic finance.“O believers! Do not live on
usury that is compounded over and over again. Have fear of Allah so that ye may prosper”
(3:130)

Socio-Demographic Factors
A borrower’s risk of personal over-indebtedness varies with his/her age. Younger age seems to
imply higher risk of indebtedness (Bridges and Disney, 2004, Drentea and Lavrakas, 2000, Lea
et al., 1993; Livingstone and Lunt, 1992; Vogelgesang (2003) . This factor has shown
prominence within countries like Malaysia which have a high proportion of their population being
within the younger age bracket.
Livingstone and Lunt (1992) find that in the UK, having more children reduces risk,
assuming that children create discipline in their parents. Except for Tokunaga (1993), most
studies find increased over-indebtedness among single adult households, particularly after a
divorce (Bridges & Disney; 2004, Canner & Luckett, 1991; Del-Río & Young, 2005; Lea et al.,
1993; Webley & Nyhus, 2001).
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Several UK studies also determined higher debt risk for renters as opposed to home owners
(Bridges & Disney, 2004; Disney et al., 2008; Lea et al., 1995). Concerning education, Bridges
and Disney (2004), Canner and Luckett (1991) and Tokunaga (1993) discovered a higher risk of
debt when a borrower’s level of education is low. However, in Ghana, a higher level of
education corresponds to more active use of financial products (Boakye & Amankwah, 2012).
Peer income is another factor that exerts considerable influence on debt. Kapteyn et al(2011)
established that persons who believe that their income is below their social circle will tend to
borrow more.A final socio demographic factor indicates, through extensive literature, the
differences in the over-indebtedness risk of male and female borrowers. Jianakopolos &
Bernasek, (1998) and Olsen & Cox (2001) establish that women behave differently in financial
decisions and tend to be more risk averse.
Generally, society’s attitude has deviated away from Islam’s attitude towards debt
(Zakaria et al., 2012). Going by Islamic financial principles, debt should be a last resort used
only to finance basic necessities. The Prophet’s Muhammad said, as narrated by Abu Dawud,
“Whoever asks people for money when he has what is sufficient for him is only asking for more
of the embers of Hell.” They asked him, “O Messenger of Allah SWT, what is sufficient so that
he does not have to ask for more?” He said: “Having enough to eat lunch and dinner.”
With a country like Malaysia, Islamic ideals are negated by the rising desire within Asians to
stylize their lives to fit in with their western counterparts thusthe rise in household borrowing is
the direct consequence of overconsumption, or the consumerism phenomenon (Mokhtar, 2013)
and the use of debt for financing luxuries.
Economic Factors
A major cause of indebtedness is low income (Bridges and Disney, 2004; Disney et al;
2008; Lea et al., 1993; Lea et al., 1995 and Livingstone and Lunt, 1992). Income is, however,
not significant in the US studies by Canner and Luckett (1991) and Tokunaga (1993).Moreover,
the literature points to a negative association between wealth levels and debt, both in developed
countries (Del-Río & Young, 2005; Disney et al., 2008) and in the microfinance context
(Godquin, 2004; Sharma and Zeller, 1997).
In the developing country context, there is extensive literature on shocks and the coping
strategies or sacrifices they trigger. Dercon (2002) points out that poor households often lack
risk management tools to meet adverse shocks: assets, informal insurance mechanisms, and
public safety nets are in many cases not sufficient to buffer the risks poor people face. In effect,
some households use assets (debts) to smooth consumption (Carter & Lybbert, 2012).
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From the Islamic perspective, the main economic factor responsible for rising debt levels is nonadherence to Islamic economic principles of wealth sharing through the payment of zakat and
voluntary contributions, or sadaqah and. The purpose of zakat is to promote equality by
redistributing wealth from the rich to the poor as well as keeping wealth clear of greed
selfishness. Also, if creditors fail to alleviate the burden of debt, then debtors are eligible for
zakah. The Qur’an states “The alms are only for the poor and the needy, and those who collect
them, and those whose hearts are to be reconciled, to free captives and the debtors in need,
and for the cause of Allah and the needy travellers”. (9:60)

Financial Literacy
The literature indicates that a borrower’s financial literacy may be related to overindebtedness. A recent study from the UK relates a lack of financial literacy both to default on
consumer loans and to self-reported excessive financial burdens of debt (Gathergood,
2012). Correspondingly, some researchers suggest financial literacy trainings as the best way to
prevent debt problems among consumers (DeLaune et al., 2010 and Wolfe-Hayes, 2010).
Other studies have shown that micro financed groups that received good loan literacy training
and had good leadership had a higher repayment performance, confirming the positive effect of
financial literacy (Paxton, Graham, & Cameron, 2000; DeLaune et al., 2010; Wolfe-Hayes,
2010). Fig. 1 provides a diagrammatical representation of issues identified in this study.
Figure1 The relationship between the factors highlighted above and household debt
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THE EFFECTS OF HOUSEHOLD OVER- INDEBTEDNESS IN ASEAN COUNTRIES
Macroeconomic Effects
Though in Singapore (Wan, 2013) and Malaysia (Endut & Hua,2009), Thailand (Subhanij, 2009)
household are in a strong financial position and have the ability to withstand adverse shocks of
higher interest rates and other financial shocks, regardless of whether households have “overborrowed”, the increase in household debt has important macroeconomic implications. Persson
(2009) believes that there is cause for concern since most debts are used for purchase of
mortgages. This was reflected in Korea where a credit card crisis in 2003 caused by a lending
boom had a painful effect on the economy (Kang & Ma, 2009). Also, recent international
experience shows that excessive indebtedness and looser lending standards can also make
households more vulnerable to adverse shocks and increase risks to the financial system
(Crawford & Faruqui, 2012).Standard and Poor’s (2013) also believe that the continuing rise in
household debt could eventually weigh down Asia’s banks. .
Personal Bankruptcy
Zhu (2011) argues that households consume above their means and jeopardize financial
security. Jegarasasingam (2011) has already established that using the financial assets of
households to calculate payment resilience may not give an accurate indication of the strength
of the sector. Where households inevitably become unable to meet their obligations, they have
to file for bankruptcy.
Personal bankruptcy has become a common occurrence in developed economies. This
trend has now spread to Asia. In Singapore, bankruptcy orders have risen to about 14%, their
highest level since 2009. Cheng et al (2014) discovered that between 2005 and 2012, there
were 124, 708 cases of personal bankruptcy filings in Malaysia. This is corroborated by Noordin
et al (2012) whose study shows that cases of bankruptcy are more predominant among those
below the age of 30 (particularly executives) who have access to housing loans but is caused
primarily by credit card debt.
CONCLUSION
The increase in household debts in ASEAN countries can be attributed to a wide variety of
factors ranging from macroeconomic to low or no financial literacy. It can even be blamed,
particularly for Malaysians, on the departure from Islamic norms and values as Islam has a deep
aversion to debt. According to Islamic debt principles, debt should be a last resort used only to
finance basic necessities. The current practice of obtaining everything via debt by the use of
credit cards can thus be viewed as quite un-Islamic.
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The acceptance of the seriousness of the situation of rising household debt in these ASEAN
countries and the timely introduction of effective countermeasures is necessary to avoid the
occurrence of personal finance failures and to protect the stability of the financial systems.
Working knowledge of the causes of the phenomenon and possible side effects will provide
guidelines that may be used effectively by policy makers. It is recommended that policy makers
look to Islamic financial and economic guidelines for the solutions
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