
South-Eastern Europe Journal of Economics, vol. 20, 1(2022), 31-50

Corresponding Addresses: Kyriaki G. LOUKA, Central Bank of Cyprus and Department of 
Economics, University of Cyprus, E-mail: KyriakiLouka@centralbank.cy 

Nektarios A. MICHAIL, Economic Analysis and Research Department, Central Bank of Cyprus. 
E-mail: NektariosMichail@centralbank.cy

MISSED PAYMENTS, RENEGOTIATIONS,
AND HOUSEHOLD CONSUMPTION

KYRIAKI G. LOUKAa

NEKTARIOS A. MICHAILb

aCentral Bank of Cyprus & University of Cyprus, Cyprus
bCentral Bank of Cyprus, Cyprus

Abstract  
The paper examines how consumption habits of borrowers are affected after missing 
one or more payments or when their loan payments are delayed by more than 90 
days. In addition, we investigate how household consumption may be impacted by 
successful loan restructuring. Using data from the Eurosystem Household Finance 
and Consumption Survey for 2017, we find that households with late or missed loan 
payments report a fall in consumption levels and those with loans in arrears register 
an increase in consumption. This suggests that a household’s failure to fulfil its 
commitments may actually help it increase its consumption. Other determinants 
that affect household consumption and income disparities are also considered to 
be explanatory variables.
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1. Introduction

People’s lives nowadays revolve around borrowing, especially among young people 
who are compelled to do so in order to cover potential obligations, such as a house 
purchase or funding their studies. However, because of the various needs that 
appear in the course of people’s lives, households frequently lack the discipline and 
responsibility borrowing requires. This leads to missed payments, which makes 
the loans problematic (non-performing) and, in turn, poses financial stability and 
economic growth issues for the economy (Klein 2013).
	 The main objective of this study is to investigate to what extent consumption is 
affected by loan repayments. To conduct our analysis, we use data from the third 
wave of the Household Finance and Consumption Survey (HFCS) for Cyprus. 
The database allows identification of households that had late or missed loan 
payments while, in addition, it also offers information on whether these payments 
were delayed by more than 90 days. The extended information regarding house-
holds’ financial status and demographics aids in having significant control variables 
for such estimation, while the split between consumption inside and outside the 
household allows us to better capture spending dynamics (Du Caju et al., 2022; 
Lamarche 2015). With a weighted sample of 800 households with loans, we are 
offered a unique opportunity to examine this sort of behaviour. This study is the first 
to examine how loan repayments and consumption interact at the household level 
in Cyprus. These interactions are particularly important for policymaking as well 
as from a social perspective, since it allows us to obtain a deeper understanding of 
household behaviour, especially during crisis periods, when economic risks arise.
	 Our findings suggest that in high-income (top 5%-10%) households’ in-house 
consumption is negatively affected by late or missed loan payments, while their out-
of-house consumption is affected positively. High-income households report an 
increase in in-house consumption when loans are more than 90 days past due. At 
the same time, low-income households (40%-60% of the population) experience 
an increase in out-of-house consumption when they have loans in arrears. This 
can be explained by the fact that consumers frequently finance their consumption 
with the money they save from deferring a loan repayment. When the reason of 
the loan repayment issues is connected to a reduction in income, the out-of-house 
consumption of high-income households is also positively impacted; and this also 
applies to in-house consumption.
	 This study also demonstrates a positive link between in-house consumption and 
the household size, household income, and age of the person interviewed. The more 
people living in a household the higher the consumption costs usually are because 
of increased needs. Although older respondents tend to spend more on in-house 
consumption, this does not hold for out-of-house consumption. Consumption 
increases as expected when income increases, and this is especially true for low-
income households where income elasticity is higher. 
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2. Literature Review

The relationship between indebtedness and consumption has been the subject 
of quite a few studies up to now, due to its economic policy importance. The 
understanding of such a relationship is significant for the financial system and the 
economy in general, as increases in debt can cause problems in the financial sector, 
which can slow economic development. 
	 According to previous studies, households are more prone to borrowing when 
their income is temporarily low in order to level out their consumption. Therefore, 
greater credit availability may raise the amount of external finance available, which, 
in turn, may enhance current consumption (Rinaldi et al., 2006; Bump et al., 2009). 
They also suggest that households with mortgages that spend a larger portion of 
their income on mortgage payments spend less of their income on consumption, 
demonstrating the crowding-out effect (Fan et al., 2020). 
	 Interestingly, over the past ten years, and as borrowing has grown, consumption 
appears to have become more sensitive to major shocks (i.e., income shocks) 
according to Australian data (Kearns et al., 2020). This is in line with the findings of 
Johnson et al., (2007); Dynan et al., (2007); Zabai (2017); Du Caju et al., (2022) who 
found that the consumption of households with high debt-service obligations and 
low liquid assets is more sensitive to income fluctuations  than the consumption of 
households with low liquid assets alone. However, in the event of negative income 
shocks, consumers who have illiquid assets, with high returns and illiquidity, prefer 
to cling onto these assets and use credit card borrowing to smooth their consumption 
(Laibson et al., 2003; Dynan et al., 2012). In other words, access to financial markets 
has a significant impact on household consumption spending, in what is known as 
the marginal propensity to consume out of wealth (see Poterba, 2000). 
	 The ability of households to maintain their level of consumption could also be 
greatly affected if they were constrained from taking on new debt (Lindquist et 
al., 2016). In addition, households are more likely to default on their obligations 
(by failing to pay off loans or other accounts) or be obliged to reduce their level of 
consumption if the debt service to income ratio is particularly high (Farinha et al., 
2012). A similar finding was reported by Antoniou et al., (2022), who show that a 
higher debt service to income ratio increases a household’s default probability.
	 Some studies look at the variations that arise for different types of households 
(high vs. low income households). First off, low-income households continuously 
consume at rates close to unity, meaning they consume all their income or are hand-
to-mouth consumers (Fagereng et al., 2016). However, it seems that wealthy hand-
to-mouth households (people in their early forties who have significant wealth in 
housing and retirement accounts) have more intense consumption reactions to 
transient income shocks (Weidner et al., 2014). 
	 The existing literature has also used micro-level data to elaborate on this 
relationship. Le Blanc et al., (2020), using data from the euro area’s Household 
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1. Other studies that have used HFCS data for Cyprus include Antoniou et al., (2022), Michail et al., 
(2020), and Michail et al., (2021).

2. Some descriptive statistics are presented in table A4 in the Appendix.

Finance and Consumption Survey (HFCS) find that households with limited 
access to credit (most likely low-income households) may have a larger marginal 
propensity to consume out of wealth. In addition, they find that the elasticity of 
consumption with respect to income is significantly higher in households with high 
levels of debt. Borrowing and liquidity limitations are the main factors that account 
for the differences in household consumption elasticities with regards to income 
among households with different debt-to-asset ratios and debt levels (Baker et al., 
2015).
	 Other studies using HFCS data show that a negative relationship exists between 
debt and consumption (Lamarche 2015; Du Caju et al., 2022). The findings suggest 
that the effect is stronger for lower-income households, for households the Financial 
Knowledgeable Person (FKP, the person answering the questionnaire) of which is 
unemployed and has a lower level of education. 
	 In line with the literature overviewed, the focus of our study is on the relationship 
between loan repayment difficulties and household consumption in Cyprus, using 
micro (HFCS) data. Our findings indicate that households’ inability to  make loan 
payments on time has a negative impact on their consumption spending, but when 
loans are more than 90 days past due, consumption rises as a result of households 
using the money they did not use for loan repayment to fulfil their needs. The 
following section presents an overview of the methodology and the data employed 
in this study.

3. Methodology and Data Description

This study’s objective is to determine whether debt repayment challenges have an 
impact on household consumption habits. To do this, the study uses a weighted 
cross-sectional regression model and, for obvious reasons, focuses only on house-
holds with loans. A similar setup to the one employed here was used by Antoniou 
et al., (2022). 
	 To answer our research question, we use data from the third wave of the Eurosys-
tem Household Finance and Consumption Survey (HFCS). The survey, which gath-
ers data on household finances and consumption, is run by the European Central 
Bank’s Household Finance and Consumption Network (HFCN). The Central Bank 
of Cyprus has been conducting the survey in Cyprus since 2009, and the third 
wave,  the data of which this study uses, was conducted in 20171. Overall, the sample 
includes 800 households that have taken out a loan, of which 288 are considered 
below the (weighted) average, while the remaining 512 fall into the category of those 
whose income is above average2. This is due to the “oversampling of the wealthy” 
process that is followed according to the HFCN and ECB guidelines (Antoniou et 
al., 2022).
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	 We use two dependent variables: in-house consumption and out-of-house 
consumption3, which measure how much money a household spends each 
month on food and beverages inside and outside the household, such as at cafes, 
restaurants, and canteens. As per Du Caju et al., (2022) and Lamarche (2015), 
who also employ food consumption as a measure for their analyses, the benefits 
of using this metric are straightforward. In particular, it is easy for households to 
identify such consumption, it is quite inelastic because it represents an essential 
component of households’ consumption, and it appears to suffer from less signifi-
cant underreporting bias. In Cyprus, the weighted mean of in-house consumption 
is 414.3 euros while the weighted mean of out-of-house consumption and total food 
consumption is 154.1 euros and 568.4 euros, respectively. As such, out-of-house 
consumption represents the 26.4% of total food consumption while the in-house 
represents the 73.6% of total food consumption.
	 The explanatory variables used relate to loan repayment difficulties, financial 
characteristics and household demographics. The equation used to explain  changes 
in consumption habits, is specified as follows:

where j takes value 1 for in-house consumption and 2 for out-of-house consumption, 
while i represents the respective household. Our dependent variable is total debt 
(i.e., mortgage, revolving, and other consumption debt), given that we are interested 
in the household’s behaviour concerning the totality of its loans. To this end, our 
key variables of interest relate to difficulties in loan repayment, which are connected 
to  dummy variables, namely delaysj,i, nplj,i, and inc_decreasej,i. In particular, the first 
variable takes the value of one if the household had any late or missed loan payments. 
The second variable equals one if the household has non-performing loans4, and 
the last one takes the value of one if the loan delay was attributed, by the survey 
respondents, to any negative income shocks. All of these variables provide important 
insights with regards to household behaviour: delays in payments could potentially 
be a result of shifting funds from repayments to consumption, especially as income 
declines (the third dummy). At the same time, higher NPLs could potentially mean 
higher consumption as households stop repaying.

3. We also used total food consumption (the sum of in- and out-of-house consumption) as the de-
pendent variable. Results are qualitatively similar and estimates are available upon request. 

4. We note that the specification of the question relates to instalments that been in arrears for more 
than 90 days. Hence, while the more generic term “non-performing loan” is used, we note that 
this relates to households that have missed their payments by more than 90 days.
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Table 1. Full Sample Estimates

The table presents the results of a weighted regression using hi0100 for in-house consumption and 
hi0200 for out-of-house consumption as the dependent variables. Variables “delays in loan payments”, 
“non-performing loans” and “decrease in income” are dummy variables which take the value of 
one if the statement is true and the value of zero otherwise. The same holds for “lower education”, 
“degree” and “post-graduate degree”, and relates to the respondent’s (Financially Knowledgeable 
Person – FKP) education, on the basis of question pa0200. See Table A2 in the Appendix for more 
details. “Retiree”, “salaried” and “self-employed” are also dummy variables  created from pe0100 and 
pe0200. ***, **, * and denote significance at the 1%, 5% and 10%, respectively. Details regarding the 
construction of the variables can be found in Table A1 in the Appendix.

Age, education level, and employment status are those of the household mem-
ber who is answering the survey (FKP = Financially Knowledgeable Person). We 
use four different categories of education: “lower education”, “medium education”, 
“degree” and “post-graduate degree” and four different categories of employment 
status: “retiree”, “salaried”, “self-employed” and “unemployed”, in order to exam-
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ine whether findings change depending on the FKP’s employment status and 
educational attainment (see also Blanden and Gregg, 2004). With regards to other 
demographic variables,  refers to the number of people residing in the household, 
something that has also been found to be a significant determinant of household 
behaviour (Antoniou et al., 2022)5.
	 Additional financial regressors were included in the model in order to capture 
other factors that may influence a household’s spending ability. More specifically,  
monthly_incj,i is the household’s total monthly income (annual income divided by 
12). Similarly, monthly_instalj,i refers to monthly payments on households’ loans, 
other property loans and non-collaterised loans. Restructuringj,i takes the value 
of one if the household’s non-performing loans have been restructured and it is 
zero otherwise, while fin_assetsj,i refers to all financial assets of a household6. As 
expected, the higher the financial assets of a household, the higher the consumption, 
given the propensity to consume out of wealth (Poterba, 2000). More details on the 
construction of these variables are available in Tables A1 and A2 in the Appendix. 
The next section presents the empirical results from this exercise.

4. Empirical Estimates

Table 1 displays the estimation results of the weighted linear regression models, 
studying the impact of the previously-mentioned variables on in- and out-of-house 
consumption. To begin with, there is a significant negative relationship between 
late or missed loan payments and in-house consumption (specifications 1-3). In 
particular, missed or late loan payments are associated with a reduction in con-
sumption by approximately 50-60 euros, a finding that is consistent across all 
specifications. This result can perhaps be justified due to the tendency of house-
holds to decrease their consumption in an effort to address their financing needs. 
However, the same does not seem to happen with out-of-house consumption. In this 
case, the relationship is insignificant (specifications 5-6).
	 A significant positive relationship between household size and in-house 
consumption is also present. Nonetheless, the relationship disappears in the out-
of-house consumption, when the household’s monthly income is incorporated in 
the equation (specification 6). In addition, the in-house consumption coefficient 
is greater than the out-of-house one. As such, this suggests that having a larger 
household leads to higher consumption levels. This higher need for consumption is 
a natural outcome of having more people at home, and one that was shown to also 
have an impact on default risk (Antoniou et al., 2022).

5. In robustness checks for our analysis we also divide consumption by household size to obtain the 
per person consumption.

6. In line with Antoniou et al., (2022), we have included the DSTI variable, representing the 
mortgage debt service to income, which is calculated as the proportion of monthly mortgage 
payments to total household monthly income; we have also introduced to the model a variable 
that takes the value of one when DSTI exceeds 40%. However, this was found to be insignificant 
in our estimates.
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The effect resulting from age differs depending on the type of consumption. 
An increase in in-house consumption occurs when the FKP is older, while the 
relationship between age and out-of-house consumption is insignificant. It appears 
that peoples’ needs tend to change as they grow older. This is in line with relevant 
literature that suggests that older people spend less on restaurants, coffee shops and 
canteens in comparison to how much they spend on household products (Kearney 
et al., 2001). The impact of education, on the other hand, suggests that household 
consumption decisions do not seem to correlate with the level of the FKP’s education.
	 A clear connection between income and consumption both in- and out-of-house 
consumption is evidenced (specifications 3 and 6). As expected, higher income 
positively affects consumption. However, the marginal effect is not large, given that 
an increase in income by around 100 euros only results in a 3-Euro rise in spending. 
When compared to the (weighted) average household expenditure of 400 euros for 
in-house consumption and 100 euros for out-of-house consumption, respectively, 
the 3-euro increase suggests that the marginal propensity for in-house consumption 
is around 1% but rises to 3% for out-of-house consumption, when demographic and 
spending factors are taken into consideration.
	 While not present in the in-house specifications, a negative relationship between 
monthly instalments and out-of-house consumption is present. It seems that house-
holds, in their efforts to meet their responsibilities, find it easier to cut down their 
out-of-house consumption when monthly instalments are higher. No evidence of 
such behaviour is found in the case of in-house consumption. As such, estimates 
suggest that in-house is more inelastic than out-of-house consumption. Finally, 
employment status and financial factors (e.g., debt service to income ratio, financial 
assets, and loan restructuring) do not appear to have a substantial impact on 
consumption. 
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Table 2. Estimates for in-house consumption using income percentiles

The table presents the results of a weighted regression using hi0100 for in-house consumption as 
the dependent variables. To differentiate between households with high and low incomes, income 
percentiles are used. Variables “delays in loan payments”, “non-performing loans” and “decrease 
in income” are dummy variables which take the value 1 if the statement is true and the value 0 
otherwise. The same holds for “lower education”, “degree” and “post-graduate degree”, and relates 
to the respondent’s (Financially Knowledgeable Person – FKP) education, on the basis of question 
pa0200. See Table A2 in the Appendix for more details. “Retiree”, “salaried” and “self-employed” are 
also dummy variables created from pe0100 and pe0200. ***, **,* and denote significance at the 1%, 
5% and 10%, respectively. Details regarding the construction of the variables can be found in Table 
A1 in the Appendix.
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	 Table 2 illustrates the results of grouping households by income brackets while 
accounting for variances in income. Brackets are used in order to obtain more 
accurate results, given that it is likely that differences in income could lead to a 
different kind of behaviour by households. The specifications in Table 2 include all 
the factors of the third specification of Table 1.
	 Our findings reveal a substantial inverse relationship between household 
spending for higher-income households and late or missed loan payments, albeit 
only in the top income brackets. In other words, households with monthly incomes 
of over 5,799 euros (90th percentile) appear to cut back on their consumption of 
food and beverages at home by around 460 euros, whereas households with monthly 
incomes of over 7,649 euros (95th percentile) experience a 373-euro reduction. This 
might be a result of households with higher incomes being more responsible and 
preferring to sacrifice a significant portion of consumption expenditure in order to 
pay back the payments later. Overall, it appears that high-income households (top 
5%-10% of the population) experience greater changes in consumption compared 
to low-income households (below 40th percentile). This is in line with literature 
(Weidner et al., 2014) that suggests wealthy households exhibit more intense 
consumption reactions to temporary income shocks.
	 On the other hand, a positive connection emerges between non-performing 
loans and consumption. Housing consumption expenditure appears to be high-
er for households with non-performing loans (NPLs) in the top 20% of income 
brackets. This is in line with earlier studies, suggesting that borrowing is increased to 
support consumption during periods of temporary low income (Bump et al., 2009; 
Kittiphongphat 2018; Rinaldi et al., 2006). It is important to note that for house-
holds with higher incomes, the rise in consumption because of NPLs outweighs the 
reduction brought about by loan payment delays. Hence, while loan payment delays 
may induce households to reassess their spending habits, this stops being significant 
after the loan enters the 90-day-past-due category. This finding is in line with the 
literature on the topic that suggests that wealthy households may react differently as 
opposed to ordinary indebted households, since their portfolios are more diversified 
(Fagereng et al., 2016). According to the aforementioned findings, there may be a 
vicious cycle that causes GDP growth to suffer because of a decrease in consumption 
brought about by late loan payments. Given the pervasive Okun’s law link, a decline 
in GDP growth is likely to result in a rise in unemployment, which, subsequently, 
influences loans in the economy (Cleanthous et al., 2017).
	 As already mentioned, having a bigger family has a positive effect on consumption 
levels. Taking income variances into consideration, it appears that higher income 
households present a higher increase in consumption due to their size. When 
comparing the 20th and 95th percentiles of income, it appears that household size 
boosts high-income households’ consumption by almost four times more than 
low-income ones (35.7 euros versus 138 euros, respectively). 
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	 The FKP’s age has a positive impact on in-house consumption, although 
differences in income do not appear to have a large impact on coefficients. As 
opposed to the analysis above, there are observable changes in the relationship 
between consumption and education levels. In other words, consumption spending 
and households with a low-educated FKP appear to have a significant negative 
relationship.  
	 A significant relationship seems to also emerge between those with a post-
graduate degree and consumption. On the one hand, the relationship seems to be 
negative for households with monthly incomes between 3,100 and 4,583 euros, i.e., 
the above-average income bracket. One plausible explanation is that persons with 
higher levels of education are more efficient and can buy the same amount of goods 
for less money (Michael, 1975). On the other hand, the relationship is positive for 
households with incomes over 5,799 euros (90th percentile and above). It’s possi-
ble that people with higher income and level of education have more expensive 
requirements and, hence, spend more on in-house consumption, something that is 
naturally in contrast with what Michael (1975) is suggesting.
	 The relationship between financial assets and consumption is somewhat mixed, 
given that it is only positive in the bracket below 20%. This is in line with Fagerent 
et al., (2016), who point out that using some of the household’s financial assets to 
smooth consumption is an option if the household has enough financial assets. In 
this case, work status does seem to have an effect on consumption. Particularly when 
the FKP of a household is retired, the in-house consumption for the 60% to 80% 
income range increases.
	 Table 3 presents the estimates for the effects of out-of-house consumption. In 
this case, a different relationship between delays in loan payments and consumption 
appears. For low-income households (i.e., under 20%), the relationship is negative 
but for high-income households (over 95%) it becomes positive. Lower-income 
households may, as previously mentioned, restrict their out-of-house consumption 
expenditures in order to preserve money for their liabilities, whereas higher-income 
households may have high standards and find it difficult to cut back on spending 
even during difficult times, which leads to an increase in their expenditure.
	 Additionally, there are differences in how households with non-performing 
loans and out-of-house consumption are related. When their loans stop performing, 
low-income households (in the 40-60% brackets of the population) are seen to 
increase their consumption. This appears to be a behaviour of people using their 
borrowings to finance their consumption (Khalaf et al., 2018). According to the 
authors, it is likely that households who cannot meet their obligations by paying their 
instalments, use the money for investments and consumption. That is consistent 
with the fact that Cyprus’ level of consumption was not as negatively affected by the 
2013 crisis as initially expected. 
	 Conversely, high-income households’ (80th and 95th percentile) consumption 
decreases when their loans become non-performing. Taken in conjunction with Table 
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2, while in-house consumption declines for high-income households, it increases 
for low-income ones when their loans are more than 90 days past due. Overall, it 
appears that the impact of missed instalment payments mitigates, to some extent, the 
impact from non-performing loans for both low-income and high-income house-
holds. It is interesting to see that these two types of households do not seem to react 
similarly. The in-house consumption of low-income households does not seem to 
be affected by late loan payments. On the other hand, the in-house consumption of 
high-income households is negatively affected by late loan payments and positively 
affected by NPLs. Additionally, low-income households’ (those with incomes below 
the 20th percentile) out-of-house consumption declines when late payments take 
place. On the other hand, the impact is positive and negative, respectively, for the 
out-of-house consumption patterns of high-income households.
	 For people with incomes between €2,083 and €3,100 (40th-60th percentiles), a 
delay in loan payments resulting from a decrease in household income has a negative 
impact on out-of-house spending. Thus, families who experience a negative shock 
in income seem to spend less money on out-of-house consumption. However, it is 
interesting that households in the highest percentile income groups increase their 
out-of-house spending when the reason behind their delays in loan payments is due 
to a reduction in income. 
	 A different relationship than that shown in Table 2 appears to exist for house-
hold size. In this case, household size does not have a clear impact on household 
consumption, with coefficients being negative for the 40%-60% of the population 
and positive for the 60%-80%. As such, it appears that households with more 
members do not tend to spend more on out-of-house consumption.
	 As expected, monthly income has a substantial relationship with out-of-house 
expenditure. The coefficient falls as household income rises (20% vs. 80% of the 
distribution), which means that compared to high-income households, low-income 
households base their consumption more on their level of income. 
	 For the highest income levels, the employment status-related coefficients seem to 
be negative (mainly for the top 5%-10% of the population). Out-of-house spending 
appears to be negatively impacted by work status in all three instances (i.e., when the 
FKP of a household is a retiree or salaried or self-employed). In contrast to in-house 
consumption, this relation may develop because supplementary consumption (e.g., 
spending on cafes, restaurants, canteens) is easier to stop than other types of spending.
	 Further analysis of the estimates, using equivalised consumption (i.e., 
consumption adjusted by household size) shows that our results remain robust to 
this adjustment. The analysis can be found in the Appendix.
	 Generally, high-income households’ in-house consumption is negatively impacted 
by loan repayment issues, while their out-of-house consumption is positively 
impacted. Low-income families indicate no change in in-house consumption when 
loans are more than 90 days past due, whereas high-income households report an 
increase. An increase in out-of-house consumption is also reported for low-income 
households when their loans are in arrears.
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Table 3. Estimates for out-of-house consumption using income percentiles

The table presents the results of a weighted regression using hi0200 for consumption outside the 
house as the dependent variables. To differentiate between households with high and low incomes, 
income percentiles are used. Variables “delays in loan payments”, “non-performing loans” and 
“decrease in income” are dummy variables which take the value 1 if the statement is true and the value 
0 otherwise. The same holds for “lower education”, “degree” and “post-graduate degree”, and relates 
to the respondent’s (Financially Knowledgeable Person – FKP) education, on the basis of question 
pa0200. See Table A2 in the Appendix for more details. “Retiree”, “salaried” and “self-employed” are 
also dummy variables created from pe0100 and pe0200. ***, **,* and denote significance at the 1%, 
5% and 10%, respectively. Details regarding the construction of the variables can be found in Table 
A1 in the Appendix.
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5. Conclusions

When a household has to satisfy various needs, such as purchasing a home, funding 
studies, or boosting consumption, the need for obtaining a loan rises significantly, 
especially among younger adults. However, given the numerous challenges a house-
hold must deal with, paying off debts is not simple. In this respect, troubles with loan 
repayment can be potentially passed on to other aspects of a household’s life, such as 
its consumption behaviour. The main goal of this paper is to examine to what extent 
difficulties in repaying debts, including having loans in arrears (over 90 days past 
due), can potentially affect household consumption patterns, using data from the 
third wave of the Eurosystem Household Finance and Consumption Survey (HFCS). 
	 Our findings suggest that loan-repayment difficulties have a negative impact on 
in-house consumption but a positive impact on out-of-house consumption for high-
income households. When loans are over 90 days past due, low-income households 
do not report any change in their in-house consumption, while high-income house-
holds experience an increase. At the same time, low-income households experience 
an increase in out-of-house consumption, as well. This can be explained by the fact 
that consumers tend to use the money they save from not paying back their loans 
to finance their spending. High-income households’ out-of-house consumption 
is also positively affected when the reason behind the loan repayment difficulties 
is related to a decline in income, and this holds for in-house consumption (only 
for households in the top 90% of the population). Low-income households (20% 
- 40%), after settling the arrears by restructuring their loans, appear to cut back on 
their consumption. A possible explanation for this is that households attempt to 
conform and keep their consumption at levels they can handle.
	 This study also indicates a positive relationship between household size, age and 
in-house consumption. Higher consumption expenditure is associated with having 
more people in a household, since there are more needs. Older respondents suggest 
that they tend to spend more on in-house consumption but this does not hold for 
out-of-house consumption. As expected, higher income leads to more consumption, 
and this holds particularly for low-income households since income elasticity is 
higher for them. 
	 An interesting implication is that a trade-off is observed between consumption 
and non-performing loans, given that higher NPLs lead to higher consumption. 
While this can partially explain the reason behind the better-than-expected 
economic performance in Cyprus over the Economic Adjustment Programme 
period of 2013-2016 (European Commission, 2013), this poses a heavy burden on 
banks as their NPLs rose significantly during the period, raising significant financial 
stability and bank viability issues. The positive relationship between NPLs and 
consumption appears to be because households are likely to use borrowing to fund 
their consumption. 
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	 The identification of relationships such as the above is of high importance 
for the economy of Cyprus, since understanding the reactions of households to 
various shocks allows us to identify the impact of these events on economic growth. 
Specifically, this study suggests that a vicious circle may develop when consumption 
declines as a result of loan-payment delays, which will then hurt GDP growth. The 
loop would continue as a decrease in GDP growth is likely to lead to an increase in 
unemployment, given the prevalent Okun’s law relationship, which would then affect 
loans in the economy (Cleanthous et al., 2017). As such, the need to take pre-emptive 
action to minimise the likelihood of default (as per the factors identified by Antoniou 
et al., 2022), as well as to avoid over-extension of credit (Cleanthous et al., 2017) is 
further emphasised by our estimates. This would ensure that even when periods of 
economic turbulence occur, the ripple effect of problems across the economy via the 
financial sector is further decreased. As such, it is clear that late loan payments pose 
a significant threat to financial institutions, household prosperity, and economic 
growth on a wider scale. However, the extent and magnitude of this relationship 
has not been thoroughly studied in Cyprus. Additionally, different models might be 
applied, allowing for a more extensive investigation and, perhaps, better results (e.g. 
Branten, 2022). While interesting and with significant policy implications, we leave 
this highly intriguing area open for future research. 
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Appendix 
Table A1. Variable Definitions

Table A2. Education Brackets
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Table A3. Wages (monthly) per household

Table A4. Descriptive Statistics for financial elements

Table A5. Full Sample Estimates using equivalised consumption
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Table A6. Estimates for equivalised in-house consumption using income percentiles
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Table A7. Estimates for equivalised out-of-house consumption using income 
percentiles
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